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DEAR FELLOW STOCKHOLDER:

2003 was a story of continued success for Exult. Increased numbers of client transactions demonstrated that the Human
Resource Business Process Qutsourcing (“HR BPO”) industry, which Exuit pioneered, became more firmly established.

For Exult, this translated into approximately $800M of new business from five sales, including our first contract in Canada,
and the acquisition of part of the former PricewaterhouseCooper International BPO business. This new business expanded our
industry reach and global footprint, and added a number of new capabilities, which will be a springboard for further growth.

In addition to our focus on sales, we continued our commitment to responsive service to our existing customers.
We focused on first-time quality and improved our service metrics and reporting capabilities through use of the Six
Sigma methodology. We also capitalized upon cur industry-leading HR BPO service delivery experience to continue
our development of proprietary software tools to improve our efficiency and service guality.

During the year, we also acquired client service capabilities in Canada, Brazil and England, completed the build-out of our
India facility, and continued to invest in our centers in North Carolina, Tennessee, Texas and Scotland. We have invested
in service delivery capacity on four continents because our BPO “Multi-shore” approach enhances our ability to deliver
high quality, cost-effective services to global clients, and gives us 24x7 processing capabilities and important work-flow
allocation alternatives and service redundancies.

Our financial results for the year illustrated the growing maturity of the company, with revenues increasing 18% over
2002 to $480M:and gross margins expanding to almost 10% for the full year. This was also our first full year of profitability,
a tribute to the investments made in prior years and the hard work and dedication of over 2,400 employees on four conti-
nents. The year was also characterized by the growth in our “direct” business, i.e. revenues from services provided in
our centers by our employees, from 43% to 50% of total revenue. Direct services provide greater potential for margin
expansion versus indirect services that we provide through the use of third parties.

Exult ended the year armed with a strong balance sheet, demonstrated by a low accounts receivable balance and $196M
in cash and short-term investments. A combination of cash generated from operations and a convertible debt offering
in September create the opportunity to invest in new capabilities, grow our revenue and continue to selectively acquire
businesses or assets to position us well for the future.

According to Everest, an independent industry consultant, Exult has more than 40% of the contracts sold in the HR BPO
marketplace to date. Numerous competitors make up the remainder of the market. This fragmentation brings a unique
set of challenges and opportunities. With such a dominant position, Exult is clearly the company to beat. We are uniquely
positioned with our single-minded focus on HR BPO, our unparalleled client list, a global footprint with a unique suite

of proprietary assets, an experienced leadership team and a group of employees who
focus on providing industry-leading client service every day.

With these advantages, | look forward to another year of growth and profitability
as we add new clients and further enhance the services provided to our existing clients.

We thank you for your support as we continue to lead the industry we founded.

Sincerely,

Qorn / W JAMES C. MADDEN, V
Chairman and CEO

March 28, 2004
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INFORMATION REGARDING FORWARD-LOOKING STATEMENTS AND INDUSTRY DATA

This report contains forward-looking statements that are based on our current expectations, assumptions, estimates and
projections about our company and our industry. When used in this report, the words “may,” “will,” “should,” “predict,” “continue,”
“plans,” “expects,” “anticipates, 7
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estimates,” “intends,” “believe,” and “could,” and similar expressions are intended to identify
forward-looking statements. These statements include, but are not limited to, statements under the captions “Business,” “Risk
Factors,” “Management’s Discussion and Analysis of Financial Condition and Results of Operations” and elsewhere in this report
concerning, among other things, our anticipated performance, including revenue, margin, cash flow, balance sheet and profit
expectations; development and application of our operational capabilities, including infrastructure, service center capabilities and
capacity, transition and transformation of client processes to our systems, productivity improvements, and cost savings from strategic
initiatives including our India operations; service volumes; duration, size, scope and revenue expectations associated with client
contracts; client service results and benefits; business mix; growth in our client base and existing contracts; market opportunities;
industry leadership and market share; and our accounting, including its effects and potential changes in accounting.

Actual results might differ materially from the results projected due to a number of risks and uncertainties. We are still
developing our service capabilities and must continue to increase our operating scale, transition client processes on schedule and
transform those processes to reduce delivery costs while meeting contractual service level commitments. We must meet performance
standards and serious failures may result in financial penalties, reduction or early termination of the contract. Financial performance
targets might not be achieved due to various risks, including slower-than-expected process transitions or business development, or
higher-than-expected costs to meet service commitments or sign new contracts. Our cash consumption may exceed expected levels if
profitability does not meet expectations, strategic opportunities require cash investments, or growth exceeds current expectations.
Frontlog is estimated based upon various assumptions, is subject to change, and is not necessarily indicative of what new business we
may sign. Client contracts may terminate early, and new business is not assured. We face increasing competition in the our business.
Income tax assets will begin to reduce net income when our tax loss carryforwards are exhausted or the valuation allowance is
reversed. These and other risks and uncertainties are described in this report under the headings “Risk Factors” and “Management’s
Discussion and Analysis of Financial Condition and Results of Operations” and in our other filings made from time to time with the
Securities and Exchange Commission. The cautionary statements made in this report should be read as being applicable to all related
forward-looking statements wherever they appear in this report. These statements are only predictions. We cannot guarantee future
results, levels of activity, performance or achievements. We assume no obligation to publicly update or revise these forward-looking
statements for any reason, or to update the reasons actual results could differ materially from those anticipated in these forward-
looking statements, even if new information becomes available in the future. We nonetheless reserve the right to make such updates
from time to time without the need for specific reference to this report. No such update shall be deemed to indicate that other
statements not addressed by such updates remain correct or create an obligation to provide any other updates.

This report contains estimates of market size and growth related to the business process outsourcing market, the Global 500 and
other industry data. These estimates have been included in studies published by Dataquest, a division of GartnerGroup and Fortune
Magazine. These estimates contain certain assumptions regarding current and future events, trends and activities. Although we
believe that these estimates are generally indicative of the matters reflected in those studies, these estimates are inherently imprecise,
and we caution you to read these estimates in conjunction with the rest of the disclosure in this report, particularly the “Risk Factors”
section.
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PARTI
Item1. BUSINESS.
Overview

Our mission is to be the leading provider of human resources-led business process outsourcing services to Global 500 and other
large, complex corporations. We provide comprehensive Human Resources outsourcing solutions and expertise in high volume
business processes, including related finance and accounting and procurement offerings. We offer tailored solutions to a diverse client
base by leveraging our customizable and scalable Multi-Process Outsourcing™ operational platform, which includes Multi-Client,
Multi-Center, Multi-Channel, Multi-Shift and Multi-Shore capabilities. We use Six Sigma standards to design, measure and deliver
our processes to provide a high quality service experience to clients. We design our services to help our clients improve productivity,
reduce costs, streamline operations, and provide responsive service to clients' employees throughout the world.

The broad spectrum of process management services we provide is grouped into four major categories:
» Source & Account: including procurement and finance and accounting services;

* Pay & Reward: including payroll processing, and benefits and compensation administration;

» Acquire & Staff: including recruiting and the management of flexible staffing; and

* Retain & Grow:. including leamning, training, relocation and expatriate services.

Our client service centers in North Carolina, Tennessee, Texas, Canada, Scotland, England, Brazil and India house the majority of
our client service personnel and systems. Our myHRSM applications are designed to enable our clients and their employees to-access
and manage HR information via the Internet in a self-service environment.

Industry Background

Human Resources Departments in Large Corporations. According to Fortune Magazine, Global 500 corporations employed
approximately 46.5 million people in 2002 and the median number of employees for a Global 500 corporation was approximately
61,000, in multiple locations and countries. An employee base of this magnitude presents logistical complexities, and the human
resources functions of Global 500 corporations are often complicated by the number of groups serving different business units and the
lack of central information repositories and coordinated communications infrastructures. Many other large corporations have similar
characteristics. As a result, the HR operational processes of large corporations often are redundant and inefficient. In addition, the
large number of third-party vendors typically used by a human resources department to handle discrete functions complicates HR
process management. By necessity, HR departments typically devote significant resources to administrative functions at the expense
of strategic initiatives. At the same time, corporations that extend cost-cutting to their HR departments often focus more on reducing
staff than on re-engineering service delivery.

The Emergence of HR Process Outsourcing. Large corporations have outsourced discrete, non-core functions of their
operations, such as payroll, tax filings and benefits administration for many years, however, in the last few years a new market for
integrated outsourcing of human resources and related finance & accounting processes has emerged. According to Dataquest, the
worldwide business process outsourcing market is projected to grow from approximately $110 billion in 2002 to approximately $173
billion in 2007, and the HR BPO market in which we compete is estimated to grow from approximately $25 billion in 2002 to
approximately $38 billion in 2007. Comprehensive HR-led process outsourcing for large corporations requires a well-developed
service delivery infrastructure and significant expertise in analyzing, providing and managing HR processes across many divisions and
third-party vendors. It also requires policies, procedures, operations and technologies that yield superior performance, measured by
productivity, cost, quality and customer satisfaction metrics. :

Our Strategy
We rely upon the following strategic elements in the development and management of our business:
« Target Global 500 and Other Large, Complex Corporations as Clients. Large corporations often have operations spread
across multiple business units and locations. We believe the magnitude and complexity of these corporations and their

resulting HR needs make them ideal candidates for our comprehensive human resources and finance & accounting services.

» Establish Long-Term Client Relationships. We pursue contracts generally with terms of 7-10 years. We believe long-term
contracts foster mutual commitment and shared goals with our clients, and best enable us to transform client processes to our
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operating model. The long-term nature of our contracts also gives us greater visibility of future revenue streams and better
information to make investment decisions.

* Provide Broadly Integrated Process Management Services. We have designed a broad HR-led business process outsourcing
offering that enables us to offer clients integrated management of many HR and finance & accounting processes, which we
believe enhances the efficiency and effectiveness of our clients’ operations. We serve clients on four continents and have the
global footprint, infrastructure and expertise to address clients' business process outsourcing (BPO) needs in an integrated and
comprehensive manner.

« Increase Efficiencies Through Our Multi-Process Outsourcing™ Operational Platform. This platform combines shared
service centers, internal process capabilities, and strategic relationships with selected vendors into an integrated service
delivery infrastructure that enables us to share resources over a broad client base and deliver efficient, large-scale process
management services to multiple clients. Our shared client service centers in North Carolina, Tennessee, Texas, Canada,
Scotland, England, Brazil and India are designed to provide multiple services to multiple clients, and utilize automated
processes and technology, Six Sigma service quality tools, and our proprietary workflow methodologies to provide efficient
client service and achieve economies of scale. We combine our internal process capabilities for certain core functions,
including payroll and HR information systems, with our strategic relationships with third-party providers, to make our
integrated service offering comprehensive and efficient.

»  Use Our myHR®™ Applications to Enhance HR Performance. We use our myHR® systems and other applications to
connect the people, processes, technologies and third-party vendors involved in our clients” HR organizations and to provide a
comprehensive central repository of company and employee data. We help our clients implement database and
interconnectivity tools to access, evaluate and use HR information to further their strategic business objectives. Our web-
enabled myHR*™ applications are designed to enable our clients’ employees to perform both HR and non-HR tasks, access
information and productivity tools, and encourage them to become more self-sufficient in handling many day-to-day HR
functions, while enhancing communication and efficiency throughout our clients’ organizations.

*  Commit to High Service Quality and Continuous Innovation. First-time quality in all of our service offerings is critical in
our competitive market, and we devote substantial effort to meeting clients’ quality expectations and continuing to improve
our service delivery capabilities and results. Among other things, we have implemented company-wide Six Sigma quality
training and we use Six Sigma techniques widely in our operating environment. We have developed software tools to make
our personnel more efficient, such as our new software to enable call center employees to work with multiple data base
elements concurrently, as well as various reporting capabilities to enable us to reduce service variability and cycle time and
produce useful analytics. We also devote substantial resources to expand and improve the scope of services we offer to
clients. Service quality and innovation will continue to be priorities for us as our market expands and we compete for new
business and to retain and expand our business with existing clients.

Our Service Offering

Our solution combines a broad process management services offering, shared service center resources and service delivery, and
third-party vendor management, and is designed to simplify and standardize our clients’ administrative practices and procedures and
deliver improved process management and employee communications at significant cost savings.

Services

The services we deliver include a broad spectrum of process management functions grouped into four major categories, as
follows:

Source & Account

Our Source & Account services include finance and accounting services for accounts payable, accounts receivable, procurement,
travel and expense administration, general ledger, cash and banking/treasury, as well as fixed asset accounting services. We also
provide procurement services, including RFP management, vendor aggregation, purchasing, supplier contract management, and e-
procurement capabilities.

Pay & Reward

We manage clients’ payroll, compensation and benefits processes and related production requirements so as to reduce our clients’
investment of internal resources in transaction processing. Our Pay & Reward services in the payroll area include time and attendance
reporting, on and off-cycle pay, garnishments, tax calculations and reporting, severance and leave arrangements, and related
accounting. Compensation services include administration of salary, bonus and stock option programs, elections, and total rewards
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statements. Benefits services include support for program design, delivery and administration activities including enrollment, record
keeping and reconciliation, benefit accounting, supplier sourcing and management, and claims administration assistance for health and
welfare and retirement benefits.

Acquire & Staff

We provide recruiting and flexible staffing services to process and manage clients” workforce changes and help our clients
effectively develop and deploy their human capital. Our recruiting services include needs identification, candidate sowurcing,
screening, interviewing, assessment, and offer, hire and on-boarding administration. Our flexible staffing services include needs
identification, resource selection and placement, time administration, invoicing, and conversion to hire, and reporting and compliance
assistance.

Retain & Grow

We provide leamning, global mobility, and relocation services to help our clients develop and deploy their human capital
effectively. We offer complete learning solutions that include course catalog administration, event scheduling and logistics, sourcing,
evaluation and assessment, and accounting. Our expatriate global mobility services include plan assignment, and support for
candidate selection, pre-departure preparation, on assignment support, repatriation, and post-repatriation assistance. Our relocation
services encompass relocation initiation, policy briefing and administration, expense processing and accounting, inventory
management, and related services such as home sales. ‘

Multi-Process Ol_ztsourcing*w Operational Platform

We deliver our process management services through our Multi-Process Outsourcing™ platform, which includes: MultiClient,
MultiCenter, MultiChannel, MultiShore and MultiShift capabilities. Our infrastructure of client service centers, web-enabled
technology systems, functional applications, and third-party service providers. Our model involves leveraging shared resources to
provide consistent HR process management while achieving economies of scale, which we believe enables us to deliver exemplary
HR services at a reduced cost. The enabling components include:

Client Service Centers

We have eight client service centers in North Carolina, Tennessee, Texas, Canada, Scotland, England, Brazil and India. These
centers house the majority of the personnel and systems we use to manage our clients’ transaction, production and service center
requirements, including customer service representatives and production operations staff for functions such as payroll processing,
benefits administration, training administration, accounts payable management, and information technology support and maintenance.
These client service centers also contain systems and technology, such as contact/case management systems, imaging and workflow,
and HR application software and databases. Our clients’ employees can communicate with the client service centers online through
myHRSM, their own intranet systems, or by phone, fax, or e-mail. These centers are intended to give us efficiencies and economies of
scale by leveraging the functionality, staff and technology of centralized processes and services across many business units for
multiple clients. They also provide important redundancies for service continuity purposes. Our Multi-Process OutsourcingSM
platform is designed to enable us to distribute work across our international network of service centers and among vendors as
efficiently as possible based upon the tasks being performed, staff training and expertise, costs, regulatory issues, language, and other
factors.

In connection with various client engagements, we acquired the Texas center at the end of 1999, the North Carolina center in
2001, the Tennessee center in 2002, and the Canada center in 2003. Each of these centers had provided some services for the client
before we acquired it. We established the Scotland center specifically to accommodate our United Kingdom service center
requirements. We established a service center in India to pursue further globalization and to provide additional service capabilities to
current and future clients. The India center began providing specific process support to our other service centers in the spring of 2003,
and we anticipate expanding the process capabilities of the India service center as appropriate to provide services for existing and
future clients. We acquired the service centers in England and Brazil in connection with our acquisition of certain of
PricewaterhouseCoopers’ (“PwC”) international BPO operations in June of 2003. We are continuing to invest in the development of
these centers into multi-service, multi-client environments that utilize our Exult Service Delivery Model™™, or ESDM™™, to increase
efficiency and productivity. We have developed substantial expertise in converting and consolidating clients’ existing HR facilities to
the ESDM™, and our ability to retain key managers and operate these centers during conversion has contributed to our ability to
transition new client processes to our service delivery relatively quickly.

We expect that our existing service center capacity can accommodate significant expansion from “Greenfield” client
opportunities, in which we do not acquire significant amounts of client assets or employees. We also envision selectively developing
additional centers in the future, as may be appropriate to handle growth or to take advantage of opportunities to contract with clients



that have previously consolidated HR services to some degree and seek to transfer their HR facilities and workforce to us in
connection with retaining us for HR process management services.

Systems and Production Applications

In order to deliver comprehensive, integrated HR-led process management, we have developed a service infrastructure that relies
upon our own intellectual property, licensed components, and third-party vendors.

Performance under our process management contracts requires sophisticated information technology capabilities. All of our
clients utilize sophisticated software applications and database tools for their HR and F&A information systems, including programs
licensed from PeopleSoft USA, Inc. and SAP AG, as well as certain legacy systems developed by our clients in lieu of or
supplementing the features of third-party packages. Some of these systems must be replaced or consolidated and others require
substantial integration. In most cases, significant work is required to interface and integrate the client’s systems with our systems as
appropriate for our contracted services. We assist in these processes, both directly and through vendors we supervise, so that the
combination of our systems and our client’s internal information systems provide us with an adequate platform for integrated process
management.

In addition, many of our process management capabilities are based upon third-party software that we have selected for service
capability and compatibility with our infrastructure. For example, we use an open web platform for workforce planning, hiring and
deployment licensed from Deploy Solutions in our delivery of strategic resourcing management. Our relationship with IQNavigator
allows us to manage our clients’ temporary staffing needs in an efficient manner that permits multi-sourcing from various temporary
staffing suppliers. Our relationships with Docent and SkillSoft assist us in providing employee learning management systems and e-
Learning content to our clients.

In general, we manage essential back-end systems, such as HR application management, in order to provide full service
accountability and control. We contract with third parties to perform certain services related to applications management.

Our Multi-Process Outsourcing™ solution provides for the integration of software applications and business processes with a
client’s own internal information and communications systems to compile and centralize a wealth of HR information. Our myHR®"
applications are designed to provide self-service capability to enable our clients’ managers and employees to access and update data
and perform certain administrative functions.

Third-Party Service Providers

Our offering incorporates the services of third-party vendors in two important ways. First, our process management contracts
may include certain services previously provided to the client by third-party vendors. At the time we commence services, we
generally assume responsibility for the services provided by these vendors. We frequently provide these services by continuing to
utilize the third-party vendors then in place and obtaining assignment of their contracts to us. Alternatively, in some instances, we
assume responsibility for managing certain third-party vendors rather than assuming responsibility for their services. Depending upon
a number of factors, including the type of services involved, terms of the vendors’ contracts, and client preferences, over time we may
retain the vendor as a service provider to the client within the scope of our contract, replace the vendor with a new third-party
provider, or, in those instances where we are responsible for providing the services, take over provision of the services ourselves.

Second, in addition to the third-party vendors who had preexisting relationships with our clients, we also utilize selected third
parties to complement our integrated service offering with specialized services that can be more effectively and efficiently provided by
third parties rather than through our internal resources. For example, we currently outsource background checks, outplacement,
management of various pension and benefit arrangements and some elements of relocation administration. Over time, we may
outsource additional elements of our service offering, or bring some elements “in house,” depending upon the availability of
appropriately skilled third parties in various areas, competition, the development of our own capabilities, client demands, acquisition
opportunities, capital availability and requirements, and other factors.

We believe our familiarity and experience with HR process management and with the market for third-party HR vendors enables
us to evaluate whether the services being provided by a third party meet client needs and represent an appropriate blend of quality and
value. In addition, we believe we will be able to provide improved service levels and greater cost savings on behalf of our clients
through negotiation and management of third-party vendor contracts. In addition to changing the supply chain for third-party HR
vendors in ways that benefit our clients and generate margin for us, our client base and integrated management of supplier
relationships can provide to vendors who work with us a beneficial sales channel and opportunities to reduce their sales, invoicing and
administrative costs.




Business Process Qutsourcing Clients and Contracts
Summary

We have a number of business process outsourcing contracts, the majority of which we entered into directly and the balance of
which we acquired from PwC in June 2003. Our contracts with Bank of America Corporation, BMO Financial Group (operating in
Canada through its Bank of Montreal subsidiary and in the United States through its Harris Bank subsidiary), BP p.l.c., International
Paper Company, and Prudential Financial are large contracts covering broad scopes of services. These contracts provided
approximately 92% of our revenue in 2003, and we expect these same clients continue to provide the bulk of our revenue in 2004.
Our contracts with Algar, Circuit City Stores, Inc., Equifax, McKesson Corporation, Pactiv Corporation, Safeway UK., Standard
Chartered Bank, Unisys Corporation, Universal Music Group, and Vivendi Universal Entertainment, are smaller in size and scope.
We pursue large contracts because they facilitate growth and because our experience, broad service offering and Multi-Process
Outsourcing®™ operating platform enable us to compete effectively for this business. We also pursue smaller contracts because they
are quicker and less expensive to implement, and they allow us to initiate work with marquee clients offering long-term prospects for
scope expansion. Smaller contracts also help us maximize the utilization of our resources.

In 2003, we entered into outsourcing agreements with BMO Financial Group, Circuit City Stores, Inc., McKesson Corporation,
Universal Music Group, and Vivendi Universal Entertainment. Including these contracts as well as the contracts we acquired from
PwC in June 2003, we now support approximately 600,000 client employees through one or more of our services. We process
approximately 15 million payroll transactions per year for our clients, with aggregate annual payroll of approximately $21 billion. We
recruit approximately 40,000 employees and handle approximately 310,000 learning enrollments per year. We process approximately
$35 billion per year in accounts payable transactions for our clients.

The table below shows, for our five largest broad-based contracts, the contract date, the anticipated base term, and the
approximate number of employees affected by our services. Not all employees of a client have access to, or benefit from, all services
we provide to that client. The number of employees affected by our services may vary from time to time as a result of increases or
decreases in the client’s workforce and expansions or contractions in the scope of our services. Changes in the number of employees
affected do not necessarily correlate to changes in anticipated revenue or margins attributable to a contract. Our contracts with Bank
of America Corporation, BP p.l.c., and International Paper Company each provided more than 10% of our revenue for 2003, and we
expect each to provide more than 10% of our revenue for 2004 as well. Qur contracts with BMO Financial Group and Prudential
Financial could also each provide more than 10% of our 2004 revenue, depending upon service volumes for them and the overall level
of 2004 revenue. Revenue from each client is variable and client contracts are terminable under various circumstances, so we cannot
predict with certainty the level of revenue from any particular client.

: Anticipated Approximate
Client Contract Date Term in Years Affected Emplovees
Bank of America Corporation Nov. 2000 10 143,000
BMO Financial Group Apr. 2003 10 34,000
BPp.lc Dec. 1999 7 56,000
International Paper Company Oct. 2001 10 70,000
Prudential Financial Jan. 2002 10 47,000

Contract Terms
Our larger business process management contracts generally have certain common features, as described below.
Responsibilities and Performance Commitments

Most of the contracts cover multiple processes — some more than others. For each in-scope HR process, we specifically agree
upon the responsibilities that we perform and the related responsibilities retained by the client. In general, we are responsible for
systems design and implementation, routine employee communications, data gathering, processing and retrieval, management
reporting, vendor management, and overall administration of related functions. The client generally remains responsible for its
particular employment practices, business rules, pay and benefits plans, strategic planning, policy decisions, employee relations, legal
compliance, and professional resources. )

We are generally entitled to determine our methods of service delivery and to use the tools, vendors and subcontractors that we
develop and select. We remain ultimately responsible for performance, even when vendors assist us. The contracts set forth
performance standards applicable to key elements of our services, and if our performance falls below the applicable standards, the
client may be entitled to service credits or payments from us, or to terminate the services at issue, or the agreement, for serious
repeated failures.




The contracts contain multiple responsibilities for us, including both our assumption of responsibility for transaction processing
and administration, and transformation of the way HR work is performed over time by the client. The transformation work we do is
largely in addition to the work required to initiate and sustain service under the contract, and is ongoing for the life of the contract.
Transformation activities include implementation and integration of new systems and tools, process change and standardization,
consolidation of related activities, globalization of solutions across the client’s business and geographic reach, rationalization of third-
party vendors to produce lower costs and better service and service metrics, establishment of an overall integrated service delivery
model and the design and implementation of performance measurements, metrics and reports that support the client’s goals. The
process management service contracts also identify specific deliverables associated with the multiple elements described above, in
addition to numerous deliverables that are produced for the benefit of the client in the ordinary course under the contract that are not
specifically identified in the contract. While these deliverables generally can be completed by third parties, clients choose to obligate
us to perform this work to obtain the benefit of our expertise, detailed knowledge and successful track record in implementing change
in complex environments.

Fees

Our services, and correspondingly our revenue, can be divided into two categories. The first, which we call “direct managed,”
refers to our taking responsibility for processes and tasks that the client had previously performed internally through its own
employees. The second, which we call “indirect” or “third party,” refers to our taking responsibility for processes and tasks that the
client had previously contracted to receive from third-party vendors.

For direct managed services, our price to our client generally includes contractually obligated discounts from the cost that the
client incurred to provide those services internally. Our discounts have varied among clients to some extent due to variations in the
level of optimization the client had achieved before outsourcing, the overall volume of work, the extent of up-front and ongoing
investments we assume in our pricing, and factors relating to the systems supported, jurisdictions involved, tax effects, service
complexity, service locations, and other factors. For indirect or third-party services, we have also agreed to pricing mechanisms that
are intended to provide savings to our clients, with the form of such savings resulting from either (i) “gain sharing” arrangements,
pursuant to which we attempt to (but are not obligated to) reduce the cost to the client of outside vendors and share with the client any
savings we achieve, or (i) reduced costs realized from our “insourcing” third-party work when we replace vendors with our resources.
In the future, we may utilize additional pricing mechanisms. For example, we anticipate increased use of unit-based pricing, which
maximizes clients' flexibility, and we may offer guaranteed savings to clients on our assumption or management of third-party vendor
arrangements.

We also provide some services, including project work, on a transaction basis, or case-by-case at negotiated time and materials
rates.

Termination

Most of the contracts may be terminated by the client for “convenience” after a certain point in the contract term. This point
varies from client to client, generally ranging from one to five years from contract signing. In case of termination for convenience, the
client is generally required to provide six to 12 months notice and compensate us for certain costs of winding down the contract. An
early termination payment to us may also be required. The amount of the early termination payment generally declines over time, and
in some cases diminishes to zero before the end of the anticipated contract term. Payments are designed to help defray the
unrecovered expenses we incur in implementing the contract, including diligence, transition, set-up and installation costs, and may
provide some compensation to us, but they are not adequate to compensate for the overall adverse impact to us, including the revenue
or profit that could be lost as a result of contract termination and any write-off of un-recovered assets including but not limited to -
software, unbilled receivables and intangible assets associated with that contract at the time of termination. Conversely, early
termination could result in the recovery of deferred revenue, if any, associated with the contract at that time.

All of the contracts may be terminated by the client for our excessive performance failure, material uncured breach or insolvency.
Some contracts also include special termination provisions related to various events or circumstances including change of control. We
generally do not have a right to terminate the contract unless the client fails to pay us or under certain other limited circumstances.

In most cases of termination, the contract provides for a transition assistance period during which we continue to perform and be
paid.

Sales and Marketing

The value proposition we offer to potential clients includes various elements, including our experience as the innovator and
leading provider of HR-led BPO services, our record of providing high-quality services to improve the HR and F&A experience of our
clients and their personnel, our responsiveness to each client’s unique concerns and our flexible approach to adapting our service
offering, our service innovation, our willingness to make service quality commitments, and our ability to help reduce client costs by
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sharing transition expenses and delivering services at lower cost. Generally, clients seek initial savings of 15-25%, including savings
over efficiencies that they believe they could have achieved over the life of the contract if they had not outsourced. Our ability to
deliver cost savings to our clients while earning a margin depends upon the pricing we are able to negotiate with the client, which is
often a function of the client’s historical costs of providing the services outsourced to us, and our ability to minimize delivery costs
through process improvement and technology and infrastructure savings. We must continue to improve our service delivery
capabilities and reduce our delivery costs, and we seek to do so through operational discipline and innovation. It is critical for us to
strike the appropriate balance between efficient operations and first-time quality in our service delivery.

Our sales efforts target senior executives of potential clients through professional relationships and introductions, and through
inquiries directly received from the client prospect. These inquiries can be in the form of information meetings or Requests for
Proposals (“RFPs”). Due to the importance of these senior executive relationships, most of our selling efforts involve the active -
participation of our executives. We employ a team approach to business development, working with colleagues in our information
technology delivery, client services centers, strategy and other functional areas to identify, qualify and prioritize prospects, manage
due diligence processes, negotiate contracts, and craft specific solutions for our clients. Once we have identified a prospect, we work
with the prospect and its third-party advisors to create potential solutions.

We have focused our marketing efforts on creating awareness of the comprehensive nature of our solution, our Multi-Process
Outsourcing®™ operational platform and establishing us as the leader in this new market primarily through market research,
information pieces and written articles published for industry trade press, public relations activities, seminars, speaking engagements
and relationships with industry analysts. The goal of these activities is to promote us as the leading provider of comprehensive HR-led
BPO services, and to publicize the advantages of integrated HR process management. We have also pursued client lead generation in
a more targeted manner through direct sales contacts.

Our sales pipeline consists of potential expansions of contracts with existing clients, as well as potential contracts with new
clients. We currently define the highly qualified portion of the new contract pipeline as “frontlog.” Frontlog represents our estimate of
revenue potential from qualified client prospects with which we are in discussion regarding an outsourcing contract, as characterized
by a confidentiality agreement, a letter of intent, a very small group of serious bidders, or other factors. Qualified prospective clients
are those who meet our criteria for scope, number of employees and access to decision makers. From time to time we publicly discuss
our estimated frontlog in order to provide investors with information that is relevant to an understanding of our business. These
estimates are based upon our assumptions regarding potential scope and pricing, and assume an average ten-year contract term.
Frontlog estimates are not representations; the sales cycle for our services is long and complex and the pipeline is fluid, so the frontlog
does not represent any assurance of future revenue and it is impossible to predict in advance which prospects may become clients or
how quickly contracts may be signed.

Our current operations are in the U.S., Canada, England, Scotland, Brazil, India, Hong Kong and Singapore. Our aspirations are
global. We have existing clients with overseas operations that represent growth opportunities for us, and we are currently pursuing
new business opportunities that could lead us into other countries or cause us to expand our existing offices overseas. We plan to
expand the geographic scope of our business as appropriate based upon client opportunities, and as our resources permit without
compromising service delivery in our existing contract base.

Competition

As of December 2003, According to Data & Analysis from the Everest Group, an independent BPO sourcing and advisory firm,
for HR BPO contracts among Global 500 companies with 20,000 or more employees, Exult has the market leading position with a
market share of approximately 40%. Our next closest competitor has a market share of approximately 10%. However, in the last
three years, we have seen rapid and significant change in the market for our services. Market acceptance of the HR-led BPO service
offering has developed and demand has increased. Our progress to date and the experiences of other service providers have provided
evidence of the market’s viability. Growth in demand for integrated HR-led process management services exceeds our capacity to
absorb new business. The number of serious competitors has increased and the nature of competition has changed.

To win new business, our first challenge has been to convince potential clients to choose outsourcing over internal solutions. For
clients that decide to outsource, we have for some time viewed our current and potential competitors as including technology
outsourcers, single-service providers, and consulting firms that are expanding their offerings to include broad HR offerings. Recently,
large technology and process outsourcers and a few companies that built strong businesses and reputations providing payroll or
benefits-related services have committed themselves to our market, made substantial infrastructure investments, and signed major
contracts to provide HR BPO services. As a result, we believe that there are now between five and ten competitors that any company
contemplating HR-led business process outsourcing might view as potentially viable providers. We expect that market experience to
date and the predicted growth of the HR outsourcing market will continue to attract and motivate more competitors. In addition, we
believe there will be future consolidation in our market, which could affect competition in ways that may be beneficial or adverse to
us. Additional information about risks to us resulting from competitive conditions in the market is set forth in “Risk Factors.”




Employees

As of January 31, 2004, we employed approximately 2,424 people, including approximately 1,978 in our client service centers,
approximately 271 in information technology, approximately 15 in consulting and approximately 160 in general & administrative
roles. Approximately half of our employees were outside the U.S. as of January 31, 2004.

Available Information

Our new Internet address is www.exult.com as we have recently acquired this domain name. www.exult.net continues to be
operational. Beginning from at least November 15, 2002, we have made available free of charge on or through our Internet website
our annual report on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K, and amendments to those reports filed
or furnished pursuant to Section 13(a) or 15(d) of the Exchange Act as soon as reasonably practicable after such material was
electronically filed with, or furnished to, the SEC.

Risk Factors

Any of the following risks and uncertainties could adversely affect our business, financial condition or results of operations.
Other risks and uncertainties may also have an adverse affect upon our business. The risks described in this report, and other risks
that may become apparent from time to time, should be considered in assessing the Company’s prospects.

We have a relatively brief operating history and our future operating results are uncertain.

We entered into our first process management contract in December 1999. Our success depends on our ability to provide a high
quality, cost-effective service offering, operate it profitably, produce satisfactory results for our clients and attract new clients. We
have met our primary objectives to date and we believe our clients value our services, but we have not been in operation long enough
to judge whether we can continue to accomplish all of these objectives, particularly in an increasingly complex and competitive
marketplace. Accordingly, our future operating results are uncertain.

We currently depend on a small number of clients for most of our revenue and profit. If any of these clients were to
substantially reduce or stop using our services, or if we were to experience significant, repeated performance failures in
providing services to these clients, our reputation, future revenues and the carrying value of certain of our assets may be
seriously impaired.

We expect our contracts with Bank of America Corporation, BMO Financial Group, BP p.Lc., International Paper Company, and
Prudential Financial to provide most of our revenue through 2004 and possibly in future periods. For fiscal 2002 and 2003, these
clients collectively accounted for approximately 95% and 92%, respectively, of our revenue. We believe our ability to secure future
clients and revenues will be largely dependent upon our ability to perform and achieve the contracted service levels and cost savings
for our current clients.

Each of our process management contracts can be terminated by the client for convenience after a specified portion of the term
has elapsed, upon required notice and, in many cases, payment of specified early termination penalties. The point at which a contract
may be terminated for convenience varies from client to client, generally ranging from one to five years from contract signing. That
point has passed for some clients, including Bank of America Corporation, BP p.l.c. and Unisys Corporation. The carly termination
penalties provided for under these contracts are designed to help defray the expenses we incur in implementing the contract, including
diligence, transition, set-up and installation costs, and may provide some compensation to us, but they are not adequate substitutes for
the overall adverse impact to us, including revenue or profit that could be lost as a result of contract termination by the client and any
write-off of assets including unbilled receivables and intangible assets associated with that contract at the time of termination.
Conversely, early termination could result in the recovery of deferred revenue, if any, associated with the contract.

Our outsourcing clients typically entrust us with important functions over a long period of time. Accordingly, they demand
contractual provisions to protect their interests. Among other things, our client contracts specify service level requirements that we
must meet, and generally permit the client to impose monetary penalties or terminate the contract for repeated failures to meet
requirements on identified critical services. We generally meet or exceed these service levels, but occasionally we have experienced
service level issues due to the complex nature of the work and high standards set. Most times we identified these issues through our
review and reporting procedures and took pro-active action to address the issue. In limited other cases, clients have claimed that we
missed a critical service level, and we agreed or disagreed, depending upon the circumstances. In our experience to date, in these
situations, clients have been primarily interested in addressing certain service needs and have not ultimately sought significant
remedies. However, in the future we may miss contractual service levels, and instances of severe or repeated breach, as defined by




each contract, could permit a client to assess significant monetary penalties against us, or, depending on the terms of the contract,
terminate the contract in whole or part without further payment to us.

As our business matures, the original terms of our major contracts will begin to expire. For example, our agreement with BP
p.lLc. now has a termination date of December 2006. We anticipate seeking to renew contracts as they expire, but clients are not
obligated to renew and various factors, including changes in the client organization or in the market for HR outsourcing services,
could cause clients to take services back in-house or contract with other vendors. Further, we might choose not to bid on renewal, or
not to bid aggressively, due to limited profit opportunity with the client, changes in our business model, or other factors.

From time to time, our clients may acquire other companies, or be acquired themselves. These acquisitions may present
opportunities for clients to re-evaluate the extent to which they will continue outsourcing their HR and other business processes to us,
and it is possible that an existing client may decide to increase or decrease the amount of business it outsources to us or terminate the
outsourcing relationship in its entirety for convenience as a result of such a transaction. For example, acquisition activity by BP p.l.c
resulted in increased business for us, and divestitures by Prudential Financial reduced our volumes on that contract. It is not yet clear
what effect the announced merger of Bank of America Corporation and FleetBoston Financial Corporation may have, although Bank
of America has informed us that, as part of its merger integration planning, it is reviewing various alternatives for the provision of HR
BPO services to the new post-merger organization, including certain services we currently provide and potential new services.

If any of our major clients were to substantially reduce or stop using our services, or if we experience significant, repeated
performance failures, our reputation and future revenues would be seriously impaired. Furthermore, any termination or significant
reduction in scope of a client contract could lead to a significant earnings charge if we determine that the recoverability of assets
associated with that contract, such as intangibles related to contract acquisition and transition, is impaired, or as a result of write-off of
unbilled receivables associated with that contract. We expect to face similar risks with other significant clients until our business is
more firmly established and our client base is more diversified.

Our client contracts and vendor relationships may not yield the results we expect.

Our revenue expectations may decrease. We maintain estimates of our aggregate anticipated revenue for our entire contract base,
and from time to time we disclose some of these estimates. These estimates change as our contracts evolve, and a number of factors
can cause our revenue expectations to decrease. While our client contracts generally include commitments by clients regarding
service scope and pricing, there are also provisions pursuant to which billings can increase or decrease in response to changes in the
client's organization. Further, other factors give clients leverage to renegotiate price and other terms with us, such as the right to
terminate for convenience, our desire to obtain additional business from the client, looming expiration of the contract, negotiation over
potential penalties associated with service level issues, and our general desire to be responsive to clients' business needs. In this
context, various circumstances can lead to reduction in revenues from any particular client, including: client financial difficulties or
business contractions or restructurings that lead to reductions in workforce or discretionary spending on services such as staffing and
training; amendments agreed to by us which reduce the scope or revenue for services; early termination of client contracts in whole or
part, whether resulting from adverse developments in the client’s business or the client’s exercise of discretion; insourcing or retention
by the client of processes previously contracted to us (subject to our approval when required under the terms of the contract); non-
assignment to us of third-party vendor contracts that we initially envisioned taking over from the client; and other circumstances
within the client’s organization that are beyond our control. In addition, our receipt of revenue under any particular contract may be
delayed if transition of the client’s processes to our infrastructure takes longer than anticipated. While our contracts with our clients
may contemplate further expansion, this may not occur, and if it does occur, significant additional expenditures by us may be required
to fund such expansion. In addition, our process management contracts generally permit our clients to impose financial penalties
against us for specified material performance failures.

We might not be able to achieve the cost savings required to sustain and increase profits under our contracts. Our business
model inherently places ongoing pressure on our operating margins. We provide our direct outsourcing services over long terms for
fixed fees that are generally equal to or less than our clients’ historical costs to provide for themselves the services we contract to
deliver. Additionally, our contracts generally guarantee cost savings to our client, irrespective of our cost of providing these services,
and clients' demand for cost reductions may increase over the term of the agreement. As a result, we bear the risk of increases in the
cost of delivering HR process management services to our clients, and our margins associated with particular contracts will depend on
our ability to control our costs of performance under those contracts and meet our service commitments cost-effectively. Over time,
vendor costs and our own internal operating expenses will tend to increase as we invest in additional infrastructure and implement new
technologies to maintain our competitive position and meet our client service commitments. Further, taking over services previously
delivered by vendors involves further increases to our internal operating expense. We must respond by continuously improving our
service efficiency and unit costs and vendor management and continuing to grow our business so that our costs are spread over an
increasing revenue base. If we stop improving, our ability to sustain and increase profitability will be jeopardized.

Achieving the efficiency we need to sustain and increase our profitability depends upon our ability to continue to develop our
process operations and our operational platform into a standardized management system that can be operated from our client service
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centers and extended to multiple clients with limited client-specific adaptation and modification. The actual cost reductions we are
able to achieve will vary by client for a variety of reasons, including the scope of services we agree to provide and the existing state of
our clients’ departments and processes. If we miscalculate the resources or time we need to perform under any of our contracts, or if
our transformation efforts are not as successful as we anticipate, the costs of providing our services could exceed the fees we receive
from our clients, and we could lose money.

We use our operational platform to distribute our work across our international network of service centers and among vendors,
including overseas vendors, as efficiently as possible based upon the tasks being performed, staff training and expertise, costs,
regulatory issues, language, and other factors. This practice is critical to our business plans and we expect to continue and increase it.
Some clients and potential clients may resist this approach to work distribution because of concerns about service quality, data
security, legal and cultural issues, and other reasons. Regulatory and political factors may also cause difficulties as "offshoring” is
blamed for job losses in the U.S. and Europe. Disruption of our work distribution methods, including limitations on our ability to use
overseas vendors or to move work among our multi-shore locations, as well as unique operating costs to manage and coordinate work
across international centers and to satisfy regulatory requirements for global operations, would increase our costs and adversely affect
our profitability. Overseas vendors may be difficult to manage and require significant investments in monitoring and systems
integration. If we have disputes with overseas vendors it may be difficult for us to enforce our rights, and replacing overseas vendors
may involve delay and expense.

Our use of vendors presents liability risks, revenue volatility and margin pressures. Approximately half of our 2003 revenue was
attributable to services we offer to our clients which we fulfill through the use of third-party vendors that provide specialized services,
such as temporary staffing, training, learning content, benefits administration and relocation services. We select some of these
vendors and assume others from relationships established by our clients before contracting with us. These vendors may act as
subcontractors or vendors to us or provide services directly to our clients under our control; in either case, we have certain contractual
responsibilities for the delivery and acceptability of these services, and errors or omissions, service failures, breach of contract or
insolvency by our vendors could cause us to have liability to our clients. This liability could exceed the limits of liability the vendors
have to us. If our clients are not satisfied with the services provided by these third-party vendors, they may be entitled to recover
penalties or to terminate their agreements with us, which could seriously harm our business.

Approximately half of the revenue derived through the use of third parties is quite variable in nature. The revenue attributable to
temporary staffing is particularly variable as clients order such services on an as-needed basis. This can cause material changes in our
revenue growth rates, although the impact on profit is far less significant.

Further, targeted operating margins are more difficult to achieve in the portion of our revenue attributable to third-party vendors.
Our third-party vendor business is composed of several different types of processes across numerous vendors. In many cases, our
initial cost of paying these vendors is equal to our revenue attributable to their services. In order to generate targeted operating
margins and realize a profit from revenue received in connection with these third-party vendor contracts, we must reduce these vendor
costs by rationalizing and consolidating the vendors, improving efficiencies, obtaining more favorable pricing, or performing the
services ourselves at a lower cost. This may involve delay as existing contracts run their course and we attempt to renegotiate with or
replace these vendors. In addition, at the conclusion of these third-party contracts, we must negotiate new third-party contracts, or
provide these services ourselves, at the same or more favorable rates in order to generate our target operating margins.

We may also need our clients’ consent to substitute new vendors or ourselves for previous vendors, either because of contractual
provisions or operational concerns. We are still developing our third-party vendor management capabilities, and our efforts may lead
to varying results depending upon the process, vendor, and client involved and other factors. To date, our operating margins on the
portion of our revenue attributable to services provided through third-party vendors have been limited. Accordingly, until we are able
to develop substantial portions of our third-party vendor business to the point that it generates meaningful operating margins, our
overall margins and profitability will rely upon strong performance in the “direct” process management and project services that make
up the balance of our revenue. : :

Our service delivery infrastructure is evolving and requires ongoing development.

We are still developing our Multi-Process Outsourcing®™ infrastructure, and our ability to continue to deliver and expand our
broad process management solution depends upon our continued ability to assemble and manage our own systems and capabilities and
third-party vendors into an integrated and efficient delivery platform. Our clients use disparate information systems and operating
methods, and transitioning their processes to our operating platforms requires significant technology and process integration. We
often must adapt or develop new systems and processes to accommodate various clients’ needs. Clients’ employees may access and
utilize our myHR™ solution and systems through interfaces that require significant development and integration of many independent
programs and complex functions, as well as ongoing revision, adaptation and maintenance. If we fail to develop clients' service
delivery infrastructure in accordance with the specifications and delivery milestones agreed upon, our ability to deliver our services
and achieve our business objectives in general could be seriously impaired.
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In addition to client-specific infrastructure requirements, we face general development imperatives. As our market becomes more
competitive, it becomes increasingly important to us to continue to innovate. We must reduce our costs of delivery year over year to
enable us to meet competitive pricing pressures. We must maintain our service quality competitive advantage by continuing to reduce
process cycle times and work output variability in our operating facilities. We must deliver new and better information and analytics
to help clients obtain maximum benefit from our services. We must develop our ability to provide services in different parts of the
world through an infrastructure that takes advantage of common resources and methodologies, but accounts for linguistic, cultural,
geographic, and regulatory differences. We must broaden the scope of services we offer clients. And we must maintain a
configurable service offering that has the flexibility to accommodate clients' divergent demands and priorities. Failure to meet these
challenges will weaken our competitive position and adversely affect our financial results.

Our proportional cost method of accounting relies upon assumptions, estimates and policies that may change over time; such
changes may have significant adverse effects on our reported results of operations.

Use of proportional cost accounting for our long-term outsourcing contracts requires us to make assumptions and estimates and
implement relevant policies. Assumptions affect various matters, including when reasonably dependable estimates of revenue and
cost under any particular contract can be made. Estimates of life-of-contract revenue and cost form the basis of reported operating
results. Policies dictate crucial matters such as how and when estimates are made and revised and how costs are allocated. These
assumptions, estimates and policies involve the exercise of judgment and discretion, which may evolve over time in light of
operational experience, regulatory direction, developments in accounting principles, and other factors. Further, initially foreseen
effects could change over time as a result of changes in assumptions, estimates and policies. Application of, and changes in,
assumptions, estimates and policies may result in adverse changes in periodic financial results.

From the time we begin providing services under a long-term outsourcing contract until the contract reaches operational stability,
we limit the amount of revenue recognized under our proportional cost methodology to amounts that have been or can be currently
billed under the terms of the contract. Once the contract reaches operational stability, we discontinue this limitation and adjust the
cumulative revenue recognized to date for that contract to fully reflect the then-current estimates of profitability for the contract over
its term. Thereafter, we recognize revenue and profit as work progresses based upon the proportion of costs incurred to total expected
costs for the life of the contract. This results in unbilled receivables to the extent that revenue recognized exceeds billings. Later in
the contract term, the amount of unbilled receivables associated with that contract will diminish as billings exceed revenue recognized.
However, if a contract were to terminate early, any unbilled receivables, together with any other client-specific capitalized costs
associated with that contract, would need to be written off in the period in which termination occurs to the extent that they exceed
termination payments we are entitled to recover. Termination payments may not be sufficient to defray the entire unbilled receivable
and any other client-specific capitalized costs, and the net write-off may be significant and could have a material adverse effect on our
results of operations. Furthermore, cessation of payments by a client under a contract for which we have client-specific capitalized
costs, including outstanding unbilled receivables, because of insolvency, legal claims or other factors, would have similar
consequences. As of December 31, 2003, we had unbilled receivables of approximately $30 million, slightly more than half of which
was associated with our contract with Bank of America. We expect unbilled receivables to increase as our business grows and as our
ability to estimate cost reductions in future periods with greater certainty results in extending the period over which future anticipated
reductions in our costs to perform under long-term contracts are factored into our estimates of contract costs.

Proportional cost accounting requires us to maintain estimates of life-of-contract revenue and cost for each of our multi-year
outsourcing contracts. All estimates are inherently uncertain and subject to change to correct inaccurate assumptions and reflect
changes in circumstances. In an effort to maintain appropriate estimates, we review each of our long-term outsourcing contracts on a
regular basis. If we determine that our cost estimates for a contract are too low, or our revenue estimates are too high, we will change
our estimates in the period in which the determination is made, resulting in the recognition in that period of the cumulative portion of
the revision that applies to prior periods. The amount by which prior period revenue and gross profit was higher than it would have
been if the updated estimates had been applied during prior periods would result in a reduction of revenue and gross profit in the
period that the estimates are changed, and the lower estimated margin would reduce our future gross profit outlook. The magnitude of
these effects would increase proportionately with the size of the contract, the extent of the change in estimates, and the duration of the
prior period to which the updated estimates must be applied. Some of these effects could be significant. Further, because we have a
relatively small number of long-term outsourcing contracts and high client concentration, changes in estimates for a single client
contract could have a material adverse effect on our results of operations.

New reporting standards may require us to adopt different accounting, which may adversely affect our revenues and results of
operations.

Accounting rulemaking bodies and the staff of the SEC have promulgated new rules and interpretations related to accounting for
long-term service contracts, including the recently released Emerging Issues Task Force (EITF) Issue 00-21, “Revenue Arrangements
with Multiple Deliverables.” We believe, based upon our analysis and consultation with our advisors, that our accounting for our
existing long-term contracts is not inconsistent with these new rules and interpretations. We adopted EITF Issue 00-21 prospectively
for transactions entered into after June 30, 2003. We anticipate that, in the near-term, services and deliverables to be provided under
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new business process management contracts will generally be similar in nature to services and deliverables provided in connection
with our existing contracts. Our market and service offering is relatively new, and certain of our services have not been sold on a
stand alone basis, either by us or our competitors. Therefore, we believe that there is not, and in the near-term will not be, sufficient
evidence of fair value for certain elements of our contracts. We anticipate accounting for future multiple-element contracts that share
these characteristics as a single unit and in the same manner as we account for our existing multiple-element contracts as long as there
continues to be a lack of fair value for certain elements of our contracts and some portion of these elements remain undelivered until
the completion of a contract.

However, we are seeking to drive the HR BPO market toward a unit-based pricing methodology because we see benefits to us
and to our clients of using this approach. To our clients, this would provide greater simplicity, and to us it would provide several
potential benefits including a reduction in the level of due diligence involving assessment of current client costs, and a potential
strategic advantage over the majority of our current competitors. We have several proposals underway to current and potential clients
that would involve unit-based pricing. Contracts that utilize unit-based pricing may be accounted for differently than our current
contracts, depending upon the exact nature of the agreement. Changing an existing contract to unit-based pricing could require us to
change our accounting methodology for that contract, and ceasing proportional cost accounting on an existing contract could result in
the write-down of part or all of any unbilled receivable or recovery of any deferred revenue related to that contract at that time. This
could reduce profit in the period of any write-down, but would not necessarily affect cash flow.

Future developmentsiin applicable accounting rules and their interpretation may require us to adopt different accounting for long-
term contracts. There can be no assurances that in the future accounting rulemaking bodies and the staff of the SEC will not determine
that EITF Issue 00-21 or other standards may require us to adopt different accounting, which may have a material adverse effect on
our revenues and results of operations.

Capacity constraints and the length of our new client sales and integration cycles may limit our revenue growth,

We expect most of cur future revenue growth to come from new client engagements. However, because the size of our client
engagements tends to be relatively large and new client transition can be complex, our ability to take on multiple new client
engagements concurrently is limited. This may limit our revenue growth until we have developed to the point that our services can be
extended more rapidly across a greater number of clients.

Our client contracts involve significant commitments and cannot be made without a lengthy, mutual, due diligence process during
which we identify the potential client’s service needs and costs, and our ability to meet those needs and provide specified cost savings.
We must devote significant management time and other resources to each due diligence process over a period of six months or more,
and we can conduct at most only a few of these due diligence undertakings at one time. This lengthy due diligence process limits our
revenue growth, and we have invested significant time and expense in some potential client relationships that have not resulted in
contracts. It is possible that future client due diligence processes could result in a decision by us or the potential client not to enter into
a contract after we have made significant investments of time and resources.

After a new client contract is signed, we generally convert the client’s HR processes to our systems and infrastructure. This
transition period can take from three months to over one year and may involve unanticipated difficulties and delays. Transition
usually takes longer for “greenfield” clients that have not centralized their HR operations than for “brownfield” clients that have
consolidated HR operations that we can take over in place. We cannot realize the full efficiencies of providing services to the client
through our infrastructure until this transition is complete. Therefore, any increase in our revenues that could be expected from new
agreements will generally be delayed for several months after the contract is signed, and it could take a significant amount of time for
new agreements to contribute significantly to profits or cash flow. We attempt to negotiate long-term contracts in order to give us
time to complete the transition and earn a profit, but if implementation of our service model is delayed, or if the client terminates our
engagement early for convenience or because we do not meet our service commitments, we might experience no return, and possibly a
loss, on our substantial investment of time and resources in that client.

Our new business objectives and announced frontlog estimates for prospective clients may not be realized.

Our sales pipeline consists of potential expansions of contracts with existing clients, as well as potential contracts with new
clients. From time to time, we publicly discuss our estimated frontlog in order to provide investors with information that is relevant to
an understanding of our business. Frontlog represents our estimate of revenue potential from qualified client prospects with which we
are in discussion regarding an outsourcing contract, as characterized by a confidentiality agreement, a letter of intent, a very small
group of serious bidders, or other factors. Qualified prospective clients are those who meet our criteria for scope, number of
employees and access to decision makers. Our frontlog estimates are based upon our assumptions regarding potential scope and
pricing, and assume an average 10 year contract term. Frontlog estimates are not representations; the sales cycle for our services is
long and complex, the frontlog is fluid, some potential clients included in frontlog may decide not to outsource, and some potential
contracts included in frontlog are still in the competitive bidding process, so the frontlog does not represent any assurance of future

12




revenue and it is impossible to predict in advance which prospects may become clients or how quickly contracts may be signed or
implemented.

There is no assurance that we will sustain profitability and positive cash flows.

The fourth quarter of 2002 was our first profitable quarter, and 2003 was our first profitable fiscal year. The creation of our
business has consumed significant amounts of cash and we expect to invest additional significant amounts of cash in our future
development. We incuired net losses of $94.8 million, $74.7 million and $10.6 million for the years ended December 31, 2000, 2001
and 2002, respectively. We may incur net losses in future periods. While we do not enter into contracts for which we expect to incur
a loss, and although we estimate and model each of our client contracts to be individually profitable, we cannot be certain that we can
sustain or increase profitability on a quarterly or annual basis in the future. Further, our ability to sustain positive cash flow depends
upon a number of factors, including fuller utilization of our infrastructure and achievement of additional scale in our business. Cash
flow can vary significantly from quarter to quarter for various reasons, including investments we make in connection with new client
transitions and strategic initiatives and timing differences between our receipt of payments from our clients and payments to our
vendors.

From time to time we make projections about our future operating results, including the amount of potential profitability and cash
flows. These projections are estimates intended to provide information that is relevant to an understanding of our business, but are not
a representation or guaranty regarding future performance. The timing and magnitude of any profitability and positive cash flows we
may achieve depends upon a number of factors including those set forth in this “Risk Factors” section and elsewhere in our filings
with the SEC.

Due to economic conditions, we failed to achieve some of the revenue growth we had originally anticipated in 2002. In order to
compensate for this and to enhance our ability to reach our goal of achieving profitability for the fourth quarter of 2002 and beyond,
we implemented various cost reduction programs in 2002. These programs included overhead facilities consolidations, limited
headcount reductions, and various reductions in manager discretionary compensation and discretionary employee benefit programs.
Some of these measures were continued in 2003, but are not sustainable in the long run. Accordingly, our future profitability depends
upon increased revenue as well as efficient operations.

The markets we serve are evolving and increasingly competitive and our competitors may have competitive advantages
including much greater resources.

In the last three years, we have seen rapid and significant change in the market for our services. Market acceptance of the HR-led
BPO service offering has developed and demand has increased. Our progress to date and the experiences of other service providers
have provided evidence of the market’s viability. As a result, the number of serious competitors has increased and the nature of
competition has changed.

Growth in demand for integrated HR-led process management services exceeds our capacity to absorb new business, and as
demand has increased it has also become more segmented, with some potential clients demanding service customization, scope, and
pricing attributes that are not consistent with our delivery model. Competitors are taking advantage of demand that lies beyond our
current capabilities to build their own businesses.

To win new business, our first challenge has been to convince potential clients to choose outsourcing over internal solutions. For
clients that decide to outsource, we have for some time viewed our current and potential competitors as including technology
outsourcers, single-service providers, and consulting firms that are expanding their offerings to include broad HR offerings. Recently,
large technology and process outsourcers and a few companies that built strong businesses and reputations providing payroll or
benefits-related services have committed themselves to our market, made substantial infrastructure investments, and signed major
contracts to provide HR BPO services to Global 500 corporations. As a result, we believe that there are now between five and ten
competitors that any company contemplating HR-led business process outsourcing might view as potentially viable providers. We
expect that market experience to date and the predicted growth of the HR outsourcing market will continue to attract and motivate
more competitors. In addition, we believe there will be future consolidation in our market, which could affect competition in ways
that may be adverse to us. Among other things, current or aspiring competitors could seek to purchase Exult, and it is not clear at
what price any such transaction might be proposed or concluded.

Several of our existing or potential competitors, including those referenced above that have recently signed contracts in our
market, have substantially greater financial, technical and marketing resources, larger customer bases, greater name recognition and
more established relationships with their customers and key product and service suppliers than we do. This may enable them to:

e develop and expand their delivery infrastructure and service offerings more quickly, and achieve greater scale and cost
efficiencies;
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o adapt better to new or emerging technologies and changing client needs;

e take advantage of acquisitions and other opportunities more readily;

e  establish operations in overseas markets more rapidly;

* devote greater resources to the marketing and sale of their services; and

o adopt more aggressive pricing policies and provide clients with additional benefits at lower ovefall costs.

We have seen these capabilities manifested in the nature of the competition we have encountered. For example, some competitors
appear willing to pay significant sums for client assets that may not be leverageable without significant additional investment. Some
competitors appear willing to offer pricing that appears to us to yield low margins, apparently to gain market share or in anticipation
of dramatic future improvements in their costs of delivery. The increased role of sourcing advisors, which assist prospective clients in
evaluating and negotiating BPO transactions, has seemed to us to contribute to pricing pressures. While overly aggressive pricing
may not ultimately be conducive to the health of a long-term, complex outsourcing relationship, some clients emphasize short-term
cost over other considerations. Larger competitors with more resources and diversified sources of revenue and profits can absorb the
cost of competing on this basis more readily than we can.

Because of these factors, we must target our potential clients carefully, continue to improve our efficiency and the scope and
quality of our services, and compete effectively on the basis of our strengths, including our expertise, service quality, innovation, and
flexibility. We may also need to expand to new markets and lines of service, and to work more closely and creatively with vendors or
even competitors in order to achieve the size and synergies required to compete effectively for some clients. If our competitive
advantages are not compelling or sustainable, and if we are not able to compete effectively with larger competitors, then we are
unlikely to maintain our leadership position or to increase or sustain profits.

We are subject to risks associated with our international operations.

Multinational capabilities are important to our ability to compete for the business of Global 500 clients and to deliver high-quality
services while reducing client expenses and maintaining a level of delivery cost that enables us to meet our profit expectations. We
have recently acquired international contracts and related infrastructure, including client service centers in England and Brazil and
operating presences in Hong Kong and Singapore. We have also commenced operation of client service. centers in Canada and India.
We now operate client service centers on four continents. We expect to continue to expand our international operations in the future
as we take on additional large, multinational clients. Overseas expansion requires capital investment and presents significant risks and
operational challenges. Foreign legal and regulatory requirements, affecting business operations in general as well as human
resources processes in particular, may be complex and require significant investment in compliance capabilities. Development and
maintenance of the expeitise required to deal effectively with different countries’ workplace practices could be expensive and time
consuming. Tariffs and other trade barriers, high-taxes, political instability, and international currency exchange rates and related
issues may increase the cost and risks associated with our operations. We must design and operate web sites and other service
delivery components that are accessible by employees of overseas clients, and differing technology standards and Internet regulations
may affect access to and operation of our web sites and our clients’ web sites. We will need to rely upon third parties to supplement
our overseas service delivery capabilities and to address potentially complex regulatory, systems integration, service delivery, and
relationship issues. Because of these and other factors, our overseas operations will require significant financial and management
resources and may be more prone to service delivery errors and delays, which could damage our reputation and jeopardize contracts.

The market for our services has developed differently and more slowly in Europe than in the U.S., and to date we, along with most
of our primary competitors, have not been successful in selling new European-based work beyond our contract with BP p.l.c. and the
clients we obtained through our acquisition from PwC. We continue to work on a number of new business opportunities outside the
U.S. that we believe are promising, but we may also need to adapt our client targeting, service scope, and sales and delivery model to
European conditions in order to reach our growth goals in the European market. We have recently added a senior, experienced
manager in BPO sales and client management, and we anticipate further investments. These resources and this investment may not be
successful. :

Maintaining and growing our operations in India is critical to our ability to provide our services at quality levels and costs that
will enable us to reach. our financial objectives. We also plan to supplement our operational capabilities through development in
Eastern Europe and perhaps other low-cost locations. We are pleased with our progress in development of our India center, which
houses approximately 350 employees and is already an integral part of our operations. However, we have encountered some issues
along the way, including slower-than-expected knowledge transfer, which has necessitated more double-staffing than we anticipated,
and some client acceptance issues as a result of cultural differences and perceived privacy and security concerns. Though we believe
we have strong data privacy and security in place, we must continue to manage these issues successfully to reach our goal of having
approximately 600 people in the India center by the end of 2004, and if we are not able to reach this goal our costs will exceed our
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current projections. This could cause an increase in our estimate of costs of performance under various contracts and could have an
adverse impact on our financial results.

The public perception of job losses in the U.S. and other industrialized western countries, cultural barriers, concerns about data
security, privacy, and enforcement of legal rights, and other factors have contributed to the politicization of "offshoring.” This may
result in the development of attitudes or regulations that make it more difficult to move work freely among our service centers in the
way we believe results in the best achievable mix of quality and cost, which could increase our costs and impair our financial
performance.

Acts of war, terrorism or political unrest could disrupt our facilities or operations or those of our vendors and impair our service
delivery capabilities, resulting in additional expense, damage to our reputation and potential material adverse effects on our business,
results of operations and financial condition.

We may need additional capital, which might not be available or might dilute existing stockholders.

For the years ended December 31, 2001 and 2002, we used cash of $35.0 million and $5.5 million, respectively, in operating
activities. For the years ended December 31, 2001, 2002 and 2003, we used cash of $21.0 million, $38.1 million and $47.4 million,
respectively, to fund expenditures for direct contract costs and acquire property, plant and equipment as well as certain contract-
related intangible assets. In addition, while cash flow from operating activities for the year ended December 31, 2003 provided cash
of $24.0 million, cash used in investing activities to fund expenditures for direct contract costs, acquiring property, plant, equipment
and contract related intangible assets, and the purchase of an outsourcing business totaled $64.0 million. Ongoing development and
expansion of our infrastructure and service capacity, acquiring new client contracts and transitioning their services requires significant
capital investment. We may decide to raise additional funds through public or private debt or equity financings in order to maintain
adequate cash balances to satisfy the expectations of prospective clients; finance acquisitions, new client contracts with capital
investment requirements, and other strategic opportunities; and address operating issues. If we are required to raise additional funds
through the issuance of equity securities, the percentage ownership of our existing stockholders would be reduced. Further, such
equity securities may be sold at prices below those paid by existing stockholders, and have rights, preferences or privileges senior to
those of our common stock. We cannot be certain that we will be able to raise additional funds on favorable terms, or at all, and if we
need additional funds but cannot obtain them, our ability to fund our operations or strategic initiatives may be impaired.

To succeed we must hire, assimilate and retain key personnel, allocate work appropriately, open new client service centers,
assimilate our clients’ personnel and systems and expand our own systems and controls.

To sustain and increase profitability, we must extend our service model across many client organizations and gain additional
critical mass in the size and breadth of our operations. Our ability to achieve growth depends upon the following essential elements:

e  The market for skilled employees is competitive, and we must be able to hire, train and retain key personnel including
managers, HR .specialists, web and Internet technologists and programmers, business development and process
management specialists and technical and customer support personnel. To keep pace with our growth, we have decided
to add additional management in key areas, and we have several key searches underway.

*  We have recently added four client service centers: one in India, which we have created to provide supporting services
across our system; one in Canada, which we have begun operating in connection with our contract with BMO Financial
Group; and one each in England and Brazil, which we acquired as part of our purchase of PwC’s BPO operations. We
anticipate opening an additional center in Eastern Europe. Our plan is to use these new centers, together with our centers
in Texas, Tennessee, North Carolina and Scotland, as an integrated multi-shore network within which we will allocate
work as efficiently as possible based upon the tasks being performed, staff training and expertise, costs, regulatory
issues, language, and other factors. Optimal work allocation is an important part of the Multi-Process OutsouxcingSM,
operational platform and can be difficult to achieve due to significant training, organizational integration, and systems
requirements; cultural, political and regulatory barriers to "offshoring;" and other factors. If we are unable to optimize
work allocation, our profitability and ability to structure competitive new BPO contracts will suffer.

e Our client service centers are designed to handle our existing client demands and have capacity to accommodate
anticipated near-term growth in our service volumes. We will need to expand our existing centers or open new client
service centers to handle the long-term growth we seek. We must devote substantial financial and management
resources to launch and operate new centers successfully, and we may not select appropriate locations for these centers,
open them in time to meet our client service commitments or manage themn profitably. :

e As we assume responsibility for the existing HR departments of our clients, we must be able to assimilate certain HR
personnel from these clients and integrate disparate systems, procedures, controls and infrastructures.
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If we do not manage growth effectively, our ability to perform under our contracts may be jeopardized and our reputation may be
harmed.

Recruitment and retention of key employees may be difficult and expensive.

We believe that our success is dependent upon the leadership and operational skills of our senior management team and other key
employees. In general, the employment of our key personnel may be terminated by either us or the employee at any time, for any
reason without cause or advance notice subject to severance benefit obligations under some circumstances. Due to the competitive
nature of our industry and other factors, we may not be able to retain all of our senior managers and key personnel. If any of these
individuals were unable or unwilling to continue working for us, we could have difficulty finding a replacement and our business
could be harmed.

We have relied heavily upon stock options to supplement compensation for many of our employees, particularly at higher levels.
Our stock price has been volatile, and a number of our existing stock options have exercise prices above our current stock price. If
stock options become less effective as a recruitment or retention device due to public market conditions, trends in our stock price or
other factors, we may need to rely more heavily upon cash compensation. This could significantly increase our costs of doing
business. Further, because we have relied heavily upon stock options, treating options as an expense, in response to legal or
regulatory requirements or evolving business practices, would significantly increase our reported costs.

We operate in a2 complex regulatory environment, and failure to comply with applicable laws and regulations could adversely
affect our business.

Corporate human resources operations are subject to a number of laws and regulations, including those applicable to payroll
practices, benefits administration, employment practices and data privacy. Because our clients have employees in states across the
United States and in various countries around the world, we must perform our services in compliance with the legal and regulatory
requirements of multiple jurisdictions. Some of these laws and regulations may be difficult to ascertain or interpret, may change, and
may be inconsistent with our business practices. The addition of new services may subject us to additional laws and regulations from
time to time. Violation of laws and regulations could subject us to fines and penalties, damage our reputation, constitute breach of our
client contracts and impair our ability to do business in various jurisdictions or according to our established processes.

The European Commission’s Directive on Data Privacy limits transfer of personal data outside the European Union. In order to
receive personal data about our clients” European employees and fulfill our service commitments, we have elected to comply with the
Safe Harbor Principles established by the United States Department of Commerce, in collaboration with the European Commission, to
provide “adequate protection” for personal data about European Union residents. Because we process HR data, we are required by the
Safe Harbor Principles to submit to the jurisdiction of the European Union Data Protection Authorities (“DPAs”). Specifically, we
must cooperate with the DPAs in the investigation and resolution of complaints brought under the Safe Harbor Principles by European
citizens and comply with any corrective advice and remedial or compensatory measures they dictate. In addition, operation under the
Safe Harbor Principles subjects us to the jurisdiction of the Federal Trade Commission. If we fail to process personal data in
accordance with these principles, we could be subject to legal penalties under the Federal Trade Commission Act and foreign privacy
laws. We could also lose our ability to move personal data from the European Union to the United States, which would significantly
impair our ability to fulfill our contractual commitments to our clients, We expect to have to comply with similar laws of other
foreign jurisdictions in which we do business in the future.

Our business is also increasingly affected by privacy legislation in the United States. Although the United States does not have
comprehensive privacy legislation like the European Union and many other countries, a variety of new federal and state laws are
beginning to present compliance challenges. For example, new privacy regulations have been promulgated under the federal Health
Insurance Portability and Accountability Act of 1996 (“HIPAA”) which will impact our business operations. Under the new HIPAA
regulations, covered entities may only use an individual’s protected health information for purposes related to health care and all
disclosures of health information must be limited to the minimum necessary for the purpose of the disclosure. In addition, covered
entities must have proper security measures and policies to guard data integrity, confidentiality and availability. As a service provider
to our clients for the processing of protected health care information, we are required to enter into written agreements with affected
clients to ensure our compliance with HIPAA. Similarly, we are obligated to pass through similar compliance obligations to our
vendors and subcontractors that assist us with the handling of health information for the benefit of our clients. Recently enacted
legislation in California limits our use of social security numbers and requires us to inform individuals about potential breach of
security related to their protected information. We expect that more privacy legislation will be implemented; however, we cannot
predict the scope and burdens of compliance related thereto.

The Sarbanes-Oxley Act of 2002 imposes new requirements upon public companies related to implementation of, and disclosure
about, internal controls. This is leading outsourcing clients to require service providers that outsource processes that affect client
financial statements to conduct reviews and impose controls that support the client’s own internal control requirements. Clients’
internal audit departments are also scrutinizing outsourcers more carefully and making more demands for information and process
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modifications. This scrutiny increases our risk and imposes additional costs upon us, including to retain independent auditors to
perform SAS 70 reviews of various parts of our operations.

Our quarterly finaneial results may vary and cause our stock price to fluctuate.

Our quarterly financial results have varied significantly in the past and are likely to vary significantly in the future. It is possible
that in some future quarter or quarters our financial results will be below the revenue, profit or cash flow expectations of public market
analysts or investors. If so, the market price of our common stock may decline significantly. Factors that may cause our results to
fluctuate include but are not limited to:

e the growth of the market for our services and our ability to obtain new client contracts;

e our ability to continue to execute successfully on client contracts;

e the length of the sales and integration cycle for our new clients;

e cancellations or reductions in the scope of our contracts;

o delays in transitioning various client processes to our infrastructure;

» changes we may make in our estimates of revenues and costs pursuant to our proportional cost method of accounting for our
outsourcing contracts;

» changes in the terms of contracts that would require a change in the accounting methodology used to recognize revenue;
* our ability to develop and implement additional service offerings and technologies;

e our ability to successfully market and sell to our clients complementary third-party products and offerings that we have
purchased in advance of client orders;

¢ the introduction of comprehensive HR services by new and emerging competitors;

e changes in our pricing policies or those of our competitors;

s our ability to manage costs, including personnel costs, support services costs and third-party vendor costs;
e the timing and cost of strategic initiatives and openings or expansions of client service centers;

e the possibility that we may incur legal or contract liabilities that are not covered by insurance and cannot be recovered from
third parties;

e our ability to sustain overall profitability;

¢ changes in industry conditions affecting our clients, their spending on HR services and the selection of services to outsource,
including without limitation reduction in demand for more variable or discretionary services we provide, such as temporary
staffing, learning, and hiring; and

e changes in the global economy or the economies of countries in which we have significant operations.

We have in the past purchased assets and hired personnel from our clients and third parties. We expect to continue such
transactions from time to time in the future. Acquisitions may result in amortization expense and other charges. In addition,
rationalizing headcount and facilities consolidation following acquisitions or transition of client processes to our systems may result in
severance and closing expenses. As our business evolves, we may from time to time incur costs for severance and infrastructure
consolidation, as well as costs relating to the implementation of new organization structures, technologies, processes and other
changes in our business. These costs will reduce our reported earnings. Our service delivery infrastructure is represented by
significant tangible and intangible assets reflected on our balance sheet. Our existing assets and infrastructure can accommodate some
growth in our business, and we expect our capacity to increase in the future, both as a result of acquisitions of new assets and
efficiency improvements in our ESDM®™. We try to maintain sufficient assets and capacity to support reasonably anticipated business
growth without carrying excessive assets or idle capacity. To the extent that we might in the future determine that our assets or the
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capacity of our service delivery infrastructure exceed our reasonably anticipated needs, it may be necessary to take a charge to
operations for excess assets or capacity, which would reduce our reported earnings.

We are dependent upon technology services and if we experience damage, service interruptions or failures at our client service
centers or in our computer and telecommunications systems, our client relationships and ability to attract new clients may be
adversely affected. '

Our business could be interrupted by damage to or disruption of our client service centers, computer and telecommunications
equipment and software systems from fire, power loss, hardware or software malfunctions, penetration by computer hackers, computer
viruses, natural disasters, vendor performance failures or insolvency, and other causes. We may lose data. Our clients’ businesses
may be harmed by any system or equipment failure we experience. As a result of any of the foregoing, our relationships with our
clients may be impaired, we may lose clients, our ability to attract new clients may be adversely affected and we could be exposed to
contract liability. We cannot be certain that we will be able to route calls and other operations from an affected center to another in
the event service is disrupted and we may not be able to recover data used in our operations. In addition, in the event of widespread
damage or failures at our facilities, we cannot guarantee that the disaster recovery plans we have in place will protect our business.

We could experience fraud or theft that could impair our client relationships and expose us to liability and other damages.

Our services involve access to systems and accounts containing confidential personal data and monies of clients and their
personnel. Notwithstanding our efforts, complete security is difficult to achieve. Dishonest acts by our employees, client employees
or vendor personnel could expose us to liability, damage our reputation, and impair our client relationships.

The market for our services and our revenue growth depends on our ability to use the Internet as a means of delivering human
resources services and this exposes us to various risks.

We rely on the Internet as a mechanism for delivering our services to our clients and achieving efficiencies in our service model,
and this reliance exposes us to various risks.

e  We use public networks to transmit and store extremely confidential information about our clients and their employees. We
may be required to expend significant capital and other resources to address security breaches. We cannot be certain that our
security measures will be adequate and security breaches could disrupt our operations, damage our reputation and expose us
to litigation and possible liability.

e Our target clients may not continue to be receptive to human resources services delivered over the Internet because of
concerns over transaction security, user privacy, the reliability and quality of Internet service and other reasons. In addition,
growth in Internet traffic may cause performance and reliability to decline. Interruptions in Internet service and infrastructure
delays could interfere with our ability to use the Internet to support our Multi-Process Outsourcing®™, which could disrupt
our service delivery and expose us to contractual service credit penalties or damages for breach. Further, repeated Internet
service failures could impair our revenue growth and results of operations.

e Laws and regulations may be adopted relating to Intemet user privacy, pricing, usage fees and taxes, content, distribution and
characteristics and quality of products and services. This could decrease the popularity or impede the expansion of the
Internet and decrease demand for our services. Moreover, the applicability of existing laws to the Internet is uncertain with
regard to many important issues, including property ownership, intellectual property, export of encryption technology, libel
and personal privacy. The application of laws and regulations from jurisdictions whose laws do not currently apply to our
business, or the application of existing laws and regulations to the Internet and other online services, could also harm our
business.

We must keep our computing and communications infrastructure on pace with changing technologies and if we fail it may
harm our reputation or financial results.

Our success depends on our sophisticated computer, Internet and telecommunications systems. We have invested significantly in
our technological infrastructure and anticipate that it will be necessary to continue to do so in the future to remain competitive. These
technologies are evolving rapidly and are characterized by short product life cycles, which require us to anticipate technological
changes and developments. Our success in designing and delivering high quality, cost-effective services that add value for our clients
depends, in part, upon our ability to adapt our processes to incorporate new and improved software applications, communications
systems and other technologies and devices. If we fail to adapt to technological developments, our clients may experience service
implementation delays or our services may become non-competitive or obsolete.
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We rely on third-party vendors for software and if their products are not available, or are inadequate, our business could be
seriously harmed.

Our service delivery capability incorporates and relies on software owned by third parties that we license directly or use through
existing license arrangements between our clients and the vendor. If these vendors change or fail to maintain a product that we are
using or do not permit use by us or our vendors, or if these agreements are terminated or not renewed, we might have to delay or
discontinue our services until equivalent technology can be found, licensed and installed and replacing technology could expose us to
significantly increased expense.

From time to time we may be party to legal proceedings, lawsuits and other claims which could result in imposition of
damages against us and could harm our business and financial condition.

We are from time to time party to legal proceedings, lawsuits and other claims incident to our business activities. Such matters
include, among other things, assertions of contract breach, claims for indemnity arising in the course of our business and claims by
persons whose employment with us has been terminated in connection with facilities consolidations, headcount rationalizations,
outsourcing of certain operational functions, including in some cases to offshore vendors, and other measures that we have undertaken
and expect to continue to undertake in the ordinary course of our business. Such matters are subject to many uncertainties and we
cannot predict the outcomes and financial impacts of them with assurance. There can be no assurances that actions that have been or
may be brought against us in the future will be resolved in our favor. Any losses resulting from these claims could adversely affect
our consolidated financial position, results of operations and cash flows.

Acquisitions may limit our ability to manage and maintain our business, may result in adverse accounting treatment and may
be difficult to integrate into our business.

We have recently acquired international contracts and related infrastructure, including client service centers in England and Brazil
and operating presences in Hong Kong and Singapore. We expect to pursue additional acquisitions under appropriate circumstances.
We cannot provide any assurance that we will be able to complete any additional acquisitions, or that any acquisitions we may
complete will enhance our business. The recently completed transaction and any acquisition we complete in the future could subject
us to a number of risks, including:

¢ diversion of our management’s attention;

e inability to integrate the acquired business and its employees into our organization effectively, and to retain key personnel of
the acquired business;

e inability to provide the required types and levels of service to the acquired business’ customers;
* inability to retain the acquired business’ customers;

e additional costs incurred in connection with headcount rationalizations; and

* exposure to legal claims for activities of the acquired business prior to acquisition.

Client satisfaction or performance problems with an acquired business also could affect our reputation as a whole. In addition, any
acquired business could significantly under perform relative to our expectations.

We must protect our intellectual property and avoid infringing upon the intellectual property rights of others.

We may not be able to detect or deter unauthorized use of our intellectual property. If third parties infringe upon or
misappropriate our trade secrets, copyrights, trademarks, service marks, trade names or proprietary information or any patent rights we
may establish, our business could be seriously harmed. In addition, although we believe that our proprietary rights do not infringe
upon the intellectual property rights of others, other parties may assert that we have violated their intellectual property rights. These
claims, even if not true, could result in significant legal and other costs and may be a distraction to management. In addition,
protection of intellectual property in many foreign countries is weaker and less reliable than in the United States. As our business
expands into additional foreign countries, risks associated with protecting our intellectual property will increase.
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The 2.5% Convertible Senior Notes we issued in September 2003 and October 2003 present liquidity, dilution and volatility
risks.

Interest payments our 2.5% Convertible Senior Notes require cash and will reduce earnings, repayment at maturity would be a
significant cash outlay. We have $110 million in principal amount of our 2.5% Convertible Senior Notes (the “Notes”) outstanding.
We must pay cash interest on the outstanding principal amount of the Notes on April 1 and October 1 of each year. Until repurchase
or conversion reduces the outstanding principal amount, interest payments will be $2,750,000 per year, thereby reducing our cash
accordingly, and which, together with amortization of the related Notes discount, will reduce our pre-tax earnings commensurately.

Holders of the Notes may require us to repurchase them on October 1, 2008, or (subject to certain conditions and limitations)
upon a change in control. All Notes that have not been repurchased or converted must be repaid with any accrued unpaid interest on
October 1, 2010, subject to acceleration under certain circumstances including events of default and insolvency, as described in the
indenture under which the Notes have been issued. No sinking fund is provided for the Notes. The decision of a holder of Notes to
convert the Notes or hold them to maturity for repayment depends upon the trading price of our common stock. If the trading price of
our common stock does not rise above the effective conversion price of the Notes, conversion of the Notes is unlikely and we would
be required to repay the principal amount in cash.

Paying interest on the Notes, repaying the Notes at maturity (if necessary), paying other debt we may incur in the future, and
continuing to finance growth of our business will require increased cash flow or access to other sources of capital. Our ability to
generate sufficient cash flow to meet these needs depends upon many factors, including our ability to grow our business and operate
profitably, as well as economic, financial, competitive, legislative, and other factors that are beyond our control. Our business may
not generate sufficient cash flow from operations and we may not have future access to capital sufficient for us to pay our debt,
including the Notes, or to fund other liquidity needs.

Conversion of the Notes will dilute the ownership interest of existing stockholders. Subject to certain conditions, the holders of
the Notes can convert them into shares of our common stock at a rate of 85.0340 shares per $1,000 principal amount of Notes (subject
to anti-dilution adjustments under various circumstances). Conversion of all of the Notes at the current conversion rate will result in
issuance of approximately 9,354,000 shares of our common stock, diluting the ownership interests of existing stockholders. We are
required to register the resale of the Notes and the shares issuable upon conversion until they can be resold freely without registration,
so any shares of common stock obtained upon conversion can be expected to be sold into the public markets. Such sales could
adversely affect prevailing market prices of our common stock.

Our reported earnings per share will be decreased and may be more volatile because of the contingent conversion provision of
the Notes. Holders of thie Notes are generally entitled to convert the Notes into common stock if the price of our common stock
reaches a specified threshold; the Notes are called for redemption; specified corporate transactions occur; or the trading price of the
Notes falls below certain thresholds. Until one of these contingencies is met, the shares underlying the Notes are not included in the
calculation of our basic or fully diluted earnings per share. If a contingency is met, fully diluted earnings per share would decrease as
a result of the inclusion of the underlying shares in the calculation of fully diluted earnings per share. In addition, volatility in our
stock price could cause this condition to be met in one quarter and not in a subsequent quarter, increasing the volatility of our fully
diluted earnings per share. Based upon the current conversion price, the Notes will be convertible into 9,354,000 shares of our
common stock.

Hedging and other transactions may affect the value of our common stock and the Notes. Purchasers of the Notes may implement
hedging strategies including short selling of our common stock, and these hedging strategies can include modifying hedge positions
from time to time by purchasing and selling shares of our common stock. These strategies may increase the volatility and reduce the
market price of our common stock.

We are not restricted from incurring additional debt. The Notes are our senior unsecured obligations and rank equally with all of
our existing and future senior unsecured indebtedness. The indenture under which the Notes have been issued does not restrict the
incurrence of additional debt, and the Notes are effectively subordinated to any secured indebtedness to the extent of the value of that
security, and to any liabilities of our subsidiaries to the extent of their assets.

Our stock price is likely to be highly volatile.

The price at which our common stock trades has fluctuated significantly and is likely to continue to be highly volatile. From our
IPO in June 2000 through December 31, 2003, the sales price of our stock, as reported on The Nasdaq National Market, has ranged
from a low of $1.97 to a high of $19.85. We are a relatively new company without a long history of profitability, and we utilize the
Internet and a technology infrastructure to deliver our services. The share prices for other companies with similar characteristics have
at times increased to levels that bore no relationship to their operating performance, and at other times have declined dramatically,
even without apparent changes in their business.

In addition, the stock market in general has from time to time experienced significant price and volume fluctuations that have
affected the market prices for companies like ours. In the past, this kind of market price volatility has often resulted in securities class
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action litigation against companies comparable to ours. Securities litigation could result in substantial costs and divert our
management’s attention and resources.

Future sales of our common stock or equity-related securities in the public market or the issuance of securities senior to our
common stock could cause the price of our common stock to decline,

The majority of our outstanding shares is in the hands of their original purchasers and can be sold publicly pursuant to Rule 144
or other exemptions from registration. These investors may seek to sell their shares, and sales of large numbers of shares in the same
time period could cause the market price of our common stock to decline significantly. In addition, as of December 31, 2003,
approximately 1.9 million shares of our common stock were reserved for issuance to our employees, directors and officers pursuant to
our stock incentive plans. Upon issuance, these shares may be sold publicly without registration and may also have an adverse effect
on the market price of our common stock. Holders of our recently issued convertible Notes may elect to convert these notes into
shares of common stock under certain circumstances and resell such shares in the public market. Such sales may have an adverse
effect on the market price of our common stock.

Our board of directors has the authority to issue, without the vote or action of stockholders, shares of preferred stock and other
equity-related securities with priorities, rights and preferences superior to those of our common stock, including but not limited to
dividend rights, conversion rights, voting rights, terms of redemption, redemption prices, and liquidation preferences. No prediction
can be made as to the effect, if any, that future sales of shares of common stock, preferred stock or other equity-related securities or
the availability of such securities for future sale, will have on the trading price of our common stock.

Our executive officers, directors and their affiliates control the company.

Our executive officers, directors and their respective affiliates have the right to vote a majority of our outstanding common stock
as of December 31, 2003. As a result, these stockholders, acting together, have the ability to control matters requiring stockholder
approval, including the election of directors and mergers, consolidations and sales of all or substantially all of our assets. These
stockholders may have interests that differ from other investors and they may approve actions that other investors vote against or
reject actions that other investors have voted to approve. In addition, this concentration of ownership may also have the effect of
preventing, discouraging or deferring a change in control of us, which, in turn, could depress the market price of our common stock.

Our charter documents and Delaware law could deter a takeover effort.

Provisions of our certificate of incorporation and bylaws, including those that provide for a classified board of directors, authorized
but unissued shares of common and preferred stock and notice requirements for stockholder meetings, and Delaware law regarding the
ability to conduct specific types of mergers within specified time periods, could make it more difficult for a third party to acquire the
company, even if doing so would provide our stockholders with a premium to the market price of their common stock. A classified
board of directors may inhibit acquisitions in general, and a tender offer not endorsed by our board of directors in particular, because
approximately only one-third of our directors are reelected annually, thereby requiring two annual meetings before a majority of our
directors could be replaced. The authorization of undesignated preferred stock gives our board of directors the ability to issue
preferred stock with voting or other rights or preferences that could impede the success of any attempt to change control of the
company. If a change in control or change in management is delayed or prevented, the market price of our common stock could
decline.

Item 2. PROPERTIES.
Facilities

Headgquarters. Our corporate headquarters are located in approximately 22,000 square feet of office space in Irvine, California

under a lease that expires in June 2008. Our lease agreement for this facility requires monthly base rental payments of approximately
$41,000.

North Carolina Service Center. We lease approximately 96,000 square feet of office space for our shared service center in North
Carolina under a lease that expires in November 2010. We prepaid the rent through 2010 under the North Carolina lease as part of the
consideration for our sale of stock to Bank of America Corporation.

Tennessee Service Center. We lease approximately 63,000 square feet of office space for our client service center in Tennessee
under a sub-lease from International Paper Company that requires monthly base rental payments of approximately $46,000 and has a
term that is coextensive with the term during which Exult provides HR process management services to International Paper Company,
subject to earlier termination if International Paper’s master lease on the premises terminates.
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Texas Service Center. We lease approximately 71,000 square feet of office space for our client service center in Texas under a
lease that expires in March 2006 and requires monthly base rental payments of approximately $46,000.

Canada Service Center. We lease approximately 29,000 square feet of office space for our client service center in Toronto,
Canada, under a site license that expires in June 2005 and require monthly base rental payments of approximately $68,000.

Scotland Service Center. We lease approximately 31,000 square feet of office space for our client service center in Scotland
under a lease that expires in March 2010 and requires quarterly base rental payments of approximately 132,000 British Pounds. The
landlord or we may terminate the lease in March 2005 with 12 months prior notice and the landlord has provided that notice. We plan
to move our Glasgow operations to less expensive facilities.

India Service Center. We lease approximately 36,000 square feet of office space for our client service center in India under an
agreement that expires in September 2006. Our monthly lease costs are approximately $67,600. The monthly site cost also includes
various services provided by the owner of the property in support of our operations in India.

Brazil. We own a building with approximately 43,700 square feet of office space in Brazil. This facility houses our Brazil
operations that we acquired from PwC in June 2003.

South Shields Center. We occupy approximately 41,000 square feet of office space in South Shields in the United Kingdom
under our outsourcing agreement with Safeway U.K. that expires in July 2007.

Other Facilities. We lease approximately 9,000 square feet of office space in London under a lease that expires in June 2010 and
provides for monthly base rental payments of approximately 36,000 British Pounds per month. This space houses our UK corporate
administrative offices. We may sublease a portion of this space in the near future. We also lease relatively small amounts of office
space for our employees and consultants in various locations in the U.S. and abroad. Finally, we have small numbers of employees
providing various services from office space in various locations throughout the U.S. and abroad, which we occupy under prepaid site
licenses from our clients. '

Intellectual Property

We regard the protection of our trademarks, service marks, copyrights, trade secrets and other intellectual property rights as
critical to our future success. We rely on various intellectual property laws and contractual restrictions to protect our proprietary
rights in products and services. We currently have service mark registrations in the United States for the marks EXULT; PROCESS
EXCELLENCE, PROVEN RESULTS; and our logo. We have pending service mark applications in the United States for the marks
MYHR, EXULT SERVICE DELIVERY MODEL, ESDM, MULTI-PROCESS QUTSOURCING and EXULT EHR. We have also
filed service mark applications for some of these marks as well as similar marks in Australia, Canada, the European Union and
Switzerland. In addition, we have filed service mark applications for the mark BPOBUYER in Australia, the European Union,
Switzerland, Malaysia, Hong Kong and Singapore. We cannot guarantee that we will be able to secure registrations of our marks
domestically or in any foreign country. Our inability to register and protect marks could require us to stop using them or to share them
with others, which could cause confusion in the marketplace and harm our business.

In addition, we currently hold various Internet domain names, including www.exult.net, www.exult.com and www.myHR.com.
The acquisition and maintenance of domain names generally is regulated by Internet regulatory bodies. The regulation of domain
names in the United States and in foreign countries is subject to change. Governing bodies may establish additional top-level
domains, appoint additional domain name registrars or modify the requirements for holding domain names. As a result, we may be
unable to acquire or maintain relevant domain names in all countries in which we conduct business or into which we choose to
expand. Furthermore, the relationship between regulations governing domain names and laws protecting trademarks and similar
proprietary rights continues to evolve. Therefore, we may be unable to prevent third parties from acquiring domain names that are
similar to, infringe upon or otherwise decrease the value of our intellectual property and other proprietary rights.

We also rely on technologies that we license from third parties. These licenses may not continue to be available to us on
commercially reasonable terms in the future, if at all. As a result, we may be required to obtain substitute technology of lower quality
or at greater cost, which could materially adversely affect our business, results of operations and financial condition.

As is common with technology companies, from time to time, third parties may assert patent, copyright, trademark and other
intellectual property rights to our intellectual property or proprietary information or technologies. Any claims asserting that our
products, services, intellectual property, or proprietary information infringe or may infringe proprietary rights of third parties could
require significant defense expenditures and, if determined adversely to us, could seriously harm our business, results of operation and
financial condition.
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Item3. LEGAL PROCEEDINGS.

We are from time to time parties to legal proceedings, lawsuits and other claims incident to our business activities. Such matters
include, among other things, assertions of contract breach and claims by persons whose employment with us has been terminated in
connection with facilities consolidations, headcount rationalizations, outsourcing of certain operational functions, including in some
cases to offshore vendors, and other measures that we have undertaken and expects to continue to undertake in the ordinary course of
our business. Such matters are subject to many uncertainties and outcomes are not predictable with assurance. Consequently, we are
unable to ascertain the ultimate aggregate amount of monetary liability, amounts which may be covered by insurance, or the financial
impact with respect to these matters as of December 31, 2003. However, based on our knowledge at the time of this report we believe
that the final resolution of these matters, individually and in the aggregate, will not have a material adverse effect upon our
consolidated financial position, results of operations or cash flows.

Item4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS.

No matter was submitted to a vote of our security holders during the fourth quarter of the fiscal year covered by this report, either
by proxy solicitation or otherwise.

Executive Officers and Certain Key Employees of the Registrant

Set forth below are the names, ages, positions and business backgrounds of the Company’s executive officers and certain key
employees.

James C. Madden, V, 42, has been our Chief Executive Officer since November 1998 and the Chairman of the Board since
February 2000. Mr. Madden also served as President from November 1998 through May 2003. Mr. Madden served as the Corporate
Chief Financial Officer at MCI Systemhouse, the outsourcing unit of MCI, from June 1997 to November 1998. From June 1995 to
June 1997, Mr. Madden served as the President of the United States and Latin American Divisions, and from January 1994 to June
1995, he was the General Manager of MCI Systemhouse’s Pacific Region. He first joined MCI Systemhouse in 1993 as Vice
President and Managing Director of the Los Angeles office. Prior to joining MCI Systemhouse, Mr. Madden was a Principal at Booz-
Allen & Hamilton from 1991 to 1993. Mr. Madden began his career with Andersen Consulting (now Accenture), where he created
and led Andersen’s first outsourcing practice on the West Coast. Mr. Madden received his B.B.A. degree in Finance and B.A. degree
in Geology from Southern Methodist University. Mr. Madden was elected to the Board in 1998.

Kevin M. Campbell, 44, joined us as Operations President in May 2000, and became Chief Operating Officer in June 2001 and
President in May 2003. Before joining Exult, Mr. Campbell was a partner with Ernst & Young, LLP from August 1999 to May 2000,
and was Director of the Products Market for its Global Operate practice for business process and information technology outsourcing.
Before joining Ernst & Young, Mr. Campbell was with Andersen Consulting (now Accenture) for 17 years, including nine years as a
partner. At Andersen Consulting, Mr. Campbell served at different times as the Global Managing Partner for business process
management for the Resources Market Unit; America’s managing partner for business process management for the manufacturing
industry; and partner in charge of the northeast region’s electronics and high-tech market. Mr. Campbel} has a B.S. degree in
Management from Boston College.

John A. Adams, 49, joined Exult as Corporate Executive Vice President, Chief Financial Officer and Treasurer in June 2003.
Prior to joining Exult, Mr. Adams served as Vice President and Chief Financial Officer for AT&T’s Business Services division from
2000 to 2003. Before that time, Mr. Adams served in a number of roles with EDS over 15 years, including most recently as Vice
President and Corporate Controller. Mr. Adams has a B.A. in Economics with honors from the University of Exeter.

Robert E. Ball, 50, joined Exult as HR Director, U.S. Operations in November 2000. He became Exult’s Corporate Senior Vice
President and Chief People Officer in November 2002. Prior to joining Exult, Mr. Ball was a Personnel Executive of Bank of
America Corporation (formerly NCNB and NationsBank) from October 1984 to November 2001, where he oversaw the Bank’s
Florida HR function. Prior to joining Bank of America, Mr. Ball held personnel/HR management roles at Mellon Bank from October
1978 to April 1982 and with Equibank, from April 1982 until October 1984. Mr. Ball has an M.B.A. from the University of
Pittsburgh and a B.A. in Economics from Pennsylvania State University.

Brian W. Copple, 43, joined Exult as General Counsel and Secretary in February 2000. Prior to joining Exult, Mr. Copple
served as the General Counsel for EPS Solutions Corporation, a provider of various outsourcing services from February 1999 to
February 2000. From January 1988 to February 1999, Mr. Copple practiced corporate and securities law with Gibson, Dunn &
Crutcher LLP, including as a partner for three years. Mr. Copple has a J.D. degree and an M.B.A. degree from the University of
California, Los Angeles and an A.B. degree in Political Science from Stanford University.

Bruce W. Ferguson, 49, has been our Vice President, Talent Acquisition since February 2002 and also served as our Chief
People Officer from June 2000 until December 2002. Prior to joining Exult, Mr. Ferguson served as National Director of Recruiting
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for Emst & Young LLP's consulting practice from 1998 to 2000 and as National Director of Human Resources for their consulting
practice from 1995 to 1998. Mr. Ferguson served as Director of Human Resources for Kenneth Leventhal & Company from 1990 to
1995. From 1978 to 1990, Mr. Ferguson served in various capacities at Arthur Andersen & Co., including Director of Human
Resources and Director of Recruiting. Mr. Ferguson received his B.S. degree from the University of Wisconsin.

Robert W. Gunn, 56, has been our Vice President, Lead Generation since 2002. Previously, he founded Gunn Partners in 1991
and served as our Senior Vice President, Executive Client Lead from the time we acquired Gunn Partners in 1999. Prior to founding
Gunn Partners, Mr. Gunn served as a partner at A. T. Kearney from 1981 to 1991 and launched Keamey's Administrative Practice in
1987. From 1978 to 1981, Mr. Gunn served as a consultant with William E. Hill. Mr. Gunn received an M.B.A. degree from the
Wharton School of Management at the University of Pennsylvania and his A B. degree in Political Science from Williams College.

Richard H. Jones, 52, joined our UK subsidiary, Exult Ltd., in September 2000 as its Vice President of International Operations.
He became Operations President of Europe and India in January of 2003 and Europe/Asia President in June 2003. Prior to joining
Exult, Mr. Jones served as Managing Parter, Business Process Management, of the Resources Industries Global Market Unit of
Andersen Consulting (now Accenture) from 1999 to 2000 and as the Chief Operations Officer of the United Kingdom Outsourcing
Business of Andersen Consulting from 1997 to 1999. From 1994 to 1997, Mr. Jones served in various roles, including Managing
Director, Sales and Marketing Director, Director of Commercial Business and Director of Finance Services, for Digital Equipment
Company. From 1973 to 1994, Mr. Jones held various management positions at IBM. Mr. Jones received his degree in Pure
Mathematics from the University of Southampton in England.

Rhonda Longmore-Grund, 41, joined Exult as Vice President of Finance in November 2003. Prior to joining Exult, Ms.
Longmore-Grund served as Chief Financial Officer for Velocium, a TRW operating company from 2001 to 2003, Chief Financial
Officer for PrintNation.com Inc. from 1999 to 2001 and Finance Director/Regional Controller for Ingram Micro Inc.'s Latin America
division from 1997 to 1999. Ms. Longmore-Grund spent 11 years with Digital Equipment Corporation from 1986 to 1997 in a series
of financial management roles, most recently as the Asia Pacific Manufacturing & Distribution Regional Controller. Ms. Longmore-
Grund has a B.A. in Economics and Political Science from the University of Massachusetts at Amherst and an MALD in International
Business from the Fletcher School at Tufts University.

James P. R. Montgomery, 54, has been our Vice President, Operations since July 2003. Previously, he served as General
Manager of our Client Service Center in Glasgow, Scotland from July 2001 and as our Executive Director, Client Relationships from
May 2000. Prior to joining Exult, Mr. Montgomery was with KPMG Consulting (UK) and led their Shared Services Practice for 3
years. From 1988 to 1996, he served with Sun Microsystems within their Manufacturing and Sales organizations with roles in several
countries. Mr. Montgomery is a qualified Accountant.

Michael J. Salvino, 38, joined Exult as Director of Sales in June 2000 and became a Vice President of Sales in January 2001. He
became Vice President of the Services Portfolio in October 2001 and was responsible for the Bank of America Corporation and
Prudential Financial accounts. Mr. Salvino was Executive Vice President, North American Client Sales, Solutions and Accounts from
November 2002 to June 2003 when he was promoted to Americas President. Prior to joining Exult, Mr. Salvino spent a total of 13
years at Andersen Consulting (now Accenture), leaving as an Associate Partner in the Resources Market Unit in June 2000. From
January 1993 to October 1993, Mr. Salvino was a Manager within KPMG Peat Marwick’s Consulting Unit. Mr. Salvino received a
B.S. degree in Industrial Engineering from Marietta College.

Stephen M. Unterberger, 46, joined Exult as Executive Vice President and Chief Operating Officer in February 1999. He
became Chief of Service Delivery in June 2001 and Corporate Executive Vice President, Business Model Operations in January 2003,
and has served as Business Model Architecture President since June 2003. Prior to joining Exult, Mr. Unterberger served as the Vice
President and Operating Executive of the United States Division of MCI Systemhouse from December 1997 to February 1999, and as
its Vice President, Western Region from September 1996 to December 1997. From January 1994 to September 1996, Mr.
Unterberger managed large consulting and outsourcing engagements for MCI Systemhouse. From September 1988 to January 1994,
Mr. Unterberger served with Price Waterhouse in its information technology management consulting practice. Mr. Unterberger has a
B.A. degree in Economics from the University of Pennsylvania.

Gerald Williams, 55, has been our Vice President, Sales and Accounts for Europe and Asia since February 2004. Prior to joining
Exult, Mr. Williams spent over 18 years with IBM in various management positions, including most recently as a Director of Global
Services from 1999 to 2003 where he led and closed $2.0 billion in outsourcing transactions. From 1996 to 1998, Mr. Williams was a
Director of IBM’s Global Core Banking Solutions where he led a global business unit in financial services that delivered $250 million
in annual revenue. Earlier in his IBM career, Mr. Williams was IBM's client executive for Lloyds Bank in the UK. Mr. Williams has
worked extensively in Europe, North America and Asia,




PART I1

Item 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS,

The Company’s Common Stock is traded on the Nasdaq National Market under the symbol “EXLT”. The following table sets
forth for the quarters indicated the high and low prices as reported by Nasdaq. The quotations reflect inter-dealer prices, without retail
markup, markdown or commissions, and may not represent actual transactions. The Company completed its initial public offering in
June 2000.

High Low
Quarter Ended:

March 31, 2002 ..orieicieeee e 16.08 8.49
June 30, 2002.......ioiieeeieeeere ettt 10.99 5.14
September 30, 2002........cocorieniniiiic e 6.63 2.45
December 31, 2002 ..ot 3.49 1.97
March 31,2003 ....ooiiiiicer e 8.12 3.15
June 30, 2003 ..o s 9.90 6.30
September 30, 2003 ...t 10.83 7.38
December 31,2003 ..o 8.70 6.42

At January 31, 2004, there were approximately 74 holders of record of the Company’s Common Stock. The Company estimates
the number of beneficial holders of its Common Stock to be in excess of 10,220.

Through January 31, 2004, the Company has never declared or paid any cash dividends on shares of its Common Stock. We
currently intend to retain any future earnings to finance the growth and development of our business. Therefore, we do not anticipate
that we will declare or pay any cash dividends on our Common Stock in the foreseeable future. Any future determination to pay cash
dividends will be at the discretion of our board of directors and will be dependent upon our financial condition, results of operations,
capital requirements, restrictions under any existing indebtedness and other factors the board of directors deems relevant.
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Item 6. SELECTED FINANCIAL DATA.

The following selected consolidated financial data as of and for the years ended December 31, 1999, 2000, 2001, 2002, and 2003
has been derived from our audited consolidated financial statements and related notes. The historical results are not necessarily
indicative of future results. The following data should be read in conjunction with "Management's Discussion and Analysis of
Financial Condition and Results of Operations" and the consolidated financial statements and related notes included elsewhere herein.

Year Ended December 31,
1999 2000 2001 2002 2003
(in thousands, except per share amounts)
Consolidated Statement of Operations Data:
REVENUED ..oy 3 3,993 $ 53,341 § 257,052 § 405,842 § 480,322
Income (Loss) from continuing operations® .. (15,151) (91,658) (74,989) (11,572) 19,560
Income (Loss) from discontinued operations'® (61) (3,162) 338 973 (4,602)
Net income (1088) ™M ......oiveeeeeeeece e eenes $ (15212) $ (948200 § _ (74,651) $ _ (10,599) $ 14,958
Net income (loss) per share- Basic ©:
Income (Loss) from continuing operations..... 3 (2.19) S (1.68) $ (0.78) § 0.11) $ 0.18
Income (Loss) from discontinued operations ) 0601 § (0.06) $ 001 § 001 § (0.04)
Net income (Loss) . 3 (2.20) 3 174y $__ 07N § 0.10) § 0.14
Net income (loss) per share - Diluted :
Income (Loss) from continuing operations.....  $ (219 $ (1.68) $ 0.78) § 0.11) §$ 0.17
Income (Loss) from discontinued operations 3 0o § (0.06) $ 001 3 001 § (0.04)
Net income (Loss) $ (2.20) § 174y $§ 077 $ (0100 § 0.13
Weighted average number of common shares ‘
outstanding
BasiC ..covcveeeree e 6,906 54,491 96,622 105,199 106,870
Diluted 6,906 54,491 96,622 105,199 115.460
December 31,
1999 2000 2001 2002 2003
(in thousands)
Consolidated Balance Sheet Data:
Cash, cash equivalents
and short-term investments™ ............ccooeveenenees $ 39,199 § 99,890 $ 169,569 $ 127,297 § 195,807
Working capital™®..........ccooooeoooreorreseieieseess s 31,957 93,185 149,545 130,685 222,671
Assets held for sale® ..., — — — — 100
TOtal @SSELS...cveirreriiriieriii e 58,767 204,181 291,593 294,396 430,224
TLong-term obligations, net of current portion...... 4,304 152 12,794 118,881
Convertible preferred stock......covovevceiicciiininnn. 58,768 — — — —
$ 46,110 $ 171429 § 233634 § 229298 § 252414

Total stockholders’ equity ........ccccoveriiiirrvecennes

(1) Includes $18.5‘ million of business optimization costs in the year ended December 31, 2001, consisting of

_ severance charges of $9.7 million (including non-cash option acceleration charges of $3.0 million); certain wind-up
costs resulting in a $6.6 million charge (including severance costs of $5.4 million) associated with the elimination
of two secondary, non-strategic processing centers; and a $2.2 million non-cash charge arising from the write-off of
a research database that we determined no longer to be a strategic component of our business. During 2002 and
2003, we reduced the initial accrual by $2.3 million and $206,000, respectively, as a result of completion of certain
of these arrangements at amounts less than previously estimated and changes in estimates with regard to the
remaining arrangements.

(2)  In the fourth quarter of fiscal 2003, the Company adopted a formal plan to dispose of its Gunn consulting
operation. Accordingly, assets and liabilities of the consulting operation have been segregated and classified as
held for sale as of December 31, 2003 and the operating results have been presented as discontinued operations for
all periods presented. In the fourth quarter of fiscal 2003, the Company recorded an impairment charge of
approximately $3.3 million to reduce the carrying value of the assets of the consulting operations to their estimated
fair value less estimated selling costs. For further details, please refer to Note 3 and Note 14 of Notes to
Consolidated Financial Statements included under Part II Item 8. “Financial Statements and Supplementary Data”
for fiscal 2001, 2002 and 2003.

Management has reclassified certain 1999 and 2000 balances which were audited by auditors who have
ceased operations. These reclassified amounts have not been audited.

(3) Please refer to Note 2 and Note 11 of Notes to Consolidated Financial Statements for information regarding
the method used to compute our basic and diluted net income (loss) per share.

(4)  Certain prior-year balances have been reclassified to conform to current financial statement presentation.
These reclassifications had no impact on previously reported results of operations or shareholders’ equity.
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Item 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF
OPERATIONS.
Overview

Our primary source of revenue is fees we earn for providing our HR-led business process management services under long-term
contracts. We also receive additional revenue from client projects. To date, we have generated leads for potential process
management clients primarily through our management team, existing outsourcing and consulting relationships, our board of directors,
third-party consultants, contact with key executives at Global 500 corporations or direct communication from such companies in the
form of inquiry or request for proposal.

Our larger, integrated multi-process management service contracts generally have terms of seven to ten years, encompass multiple
_ HR and related administrative processes, and require us to provide high levels of service at reduced costs to the client. These contracts
contain multiple responsibilities for us, including both our assumption of responsibility for transaction processing and administration,
and transformation of the way work is performed over time by the client. The transformation work we do is largely in addition to the
work required to initiate and sustain service under the contract, and may be ongoing for the life of the contract. Transformation
activities include implementation and integration of new systems and tools, process change and standardization, consolidation of
related activities, globalization of solutions across the client’s business and geographic reach, rationalization of third-party vendors to
produce lower costs and better service, establishment of an overall integrated service delivery model and the design and
implementation of performance measurements, metrics and reports that support the client’s goals. The process management service
contracts also identify specific deliverables associated with the multiple elements described above, in addition to numerous
deliverables that are produced for the benefit of the client in the ordinary course under the contract that are not specifically identified
in the contract. While these deliverables generally can be completed by third parties, clients choose to obligate us to perform this
work to obtain the benefit of our expertise, detailed knowledge and previous success in implementing change in complex
environments.

Revenue under our process management contracts can be broadly divided into two categories: revenue associated with processes
that we manage directly and revenue derived from processes that we manage by using third-party vendors. We typically agree to
provide a minimum savings to the client on the labor-based portion of direct-managed processes after a pre-determined period of time,
usually several months to approximately one year from contract signing. For the portion of the contract covering services previously
subcontracted by the client and for which we continue to use third-party vendors, we generally share with the clients savings we are
able to achieve from the client’s historical spending levels. The amount of minimum savings is determined in accordance with the
terms of the applicable contracts; in general, our fees are no greater than our client’s historical cost of operating the functions assumed
by us. By operating client processes on a long-term contract basis using our service platforms and methodologies, we seek to reduce
the costs of service delivery below the minimum savings provided in the contract, and recover the investment we make during the
early part of the contract term for transition and integration of client processes. We anticipate that gross margin associated with direct
managed revenues will generally be greater than gross margin associated with third-party processes. However, our overall gross
margin may vary as the mix of revenue changes between direct managed and third party. ®

We are contractually responsible for the delivery and acceptability to our clients of the services we provide through the use of
third-party vendors, including vendors that had previously contracted directly with our clients and were then assigned, or are in the
process of being assigned, to us in connection with our process management services. We may continue to use these vendors, hire
replacement vendors, or provide some of these services directly. We include in revenue all charges for services for which we are
contractually responsible, whether we provide these services directly using our own personnel or through third-party vendors.
Sometimes we pay the charges of the third-party vendors that provide services and bill our clients for the cost of the service. Other
times our client pays the third-party vendor directly on our behalf. In either case, such costs are included in our cost of revenue. In
many cases our initial cost of services provided by these vendors is equal to our revenue attributable to their services. We intend to
realize a profit from revenue received in connection with services provided under these third-party vendor contracts, and in order to do
so, we must reduce these vendor costs by rationalizing the vendors, improving efficiencies, obtaining more favorable pricing, or
performing the services ourselves at a lower cost.

When we sign a new process management contract, we typically announce our estimate of the revenue potential for that contract
over its anticipated term. These estimates are intended to provide information that is relevant to an understanding of our business, but
are not a representation or guaranty regarding future performance. Initially, our information about a new client’s historical volumes
and costs for the HR processes we take on is imperfect, and verification procedures that take place after contract announcement may
result in reduction in our anticipated fees. Further, our revenue expectations for each contract change over its life. Once we have
announced estimated revenue potential for a new contract, we generally do not undertake to update that estimate to reflect all of these
changes. Rather, we try to maintain a reasonably current estimate of the aggregate anticipated revenue for our entire contract base.

We incurred a net loss of $94.8 million, $74.7 million and $10.6 million in 2000, 2001 and 2002, respectively. While we reported
net income of $1.8 million in the fourth quarter of 2002 and net income of $15.0 million for fiscal 2003, and we expect to operate
profitably in the future, we may incur net losses in future periods. We anticipate ongoing significant expenditures to fund the
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development and expansion of our technology and general operating infrastructures. We may also make substantial investments to
pursue, obtain and transition new client contracts; to augment our service offering and process capabilities; to develop new service
center capacity to accommodate any growth we may achieve beyond the capacity of our existing service center infrastructure; and to
expand geographically 1o better serve our clients or compete more effectively. To the extent that revenue does not increase at a rate
commensurate with our increasing costs and expenditures, our future operating results and liquidity could be materially and adversely
affected.

Critical Accounting Policies and Estimates

Our discussion and analysis of our financial condition and results of operations are based upon our consolidated financial
statements, which have been prepared in accordance with accounting principles generally accepted in the United States of America.
The preparation of these financial statements requires us to make estimates and judgments that affect the reported amounts of assets,
liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. On an on-going basis, we evaluate our
estimates, including those related to long-term service contracts, bad debts, fixed assets and direct contract costs, intangible assets,
income taxes and related valuation allowance, accruals in connection with certain business optimization costs, contingencies and
litigation. We base our estimates on historical experience and on various assumptions that we believe to be reasonable under the
circumstances. We may revise these estimates and judgments from time to time as a result of changes in assumptions or conditions.
The following critical accounting policies affect significant judgments and estimates used in the preparation of our consolidated
financial statements.

Long-Term Contracts

General. We provide outsourcing services under multi-year, multi-element arrangements, which generally extend up to ten years.
These contracts are principally structured on a fee-for-service basis and provide that we receive a fee that is no greater than the client’s
historical cost of operating the functions assumed by us. For some components of our outsourcing fees we provide negotiated
discounts from the client’s historical costs. For other components of our outsourcing fees, principally reflecting amounts previousty
paid by clients to third-party vendors, after we have recovered our costs and/or achieved a negotiated minimum cost reduction, we
may be required to share further savings with our clients in a negotiated gain sharing arrangement.

We recognize revenue and profit as work progresses based upon the proportion of costs incurred to the total expected costs. We
maintain for each of our contracts estimates of total revenue and cost over the respective contract term. For purposes of periodic
financial reporting, we accumulate total actual costs incurred to date under the contract. The ratio of those actual costs to our then-
current estimate of total'costs for the life of the contract is then applied to our then-current estimate of total revenue for the life of the
contract to determine the maximum portion of total estimated revenue that should be recognized. To the extent that cumulative
revenue is recognized under this policy in excess of amounts billed under the contract, unbilled receivables will be recorded. We
follow this method because reasonably dependable estimates of the revenue and costs applicable to various stages of a contract can be
made. Revisions in our contract estimates are reflected in the period in which the determination is made that facts and circumstances
dictate a change of estimate. Favorable changes in estimates result in additional revenue and profit recognition, and unfavorable
changes in estimates result in a reduction of recognized revenue and profit. Provisions for estimated losses on individual contracts are
made in the period in which the loss is first determined.

Because we generally need time with a new contract before we can make reliable estimates of our costs of performance, our
practice is to limit the amount of revenue recognized on a new contract to the amounts that had been or could be currently billed as of
the end of the reporting period under the terms of the contracts until the contract reaches operational stability. We then adjust the
cumulative revenue recognized to date for that contract to fully reflect the then current estimates of profitability for the contract over
its term. We measure the achievement of operational stability for each contract by considering various factors, including: completion
of initial transition of client processes to our service delivery infrastructure, completion of the initial software and systems integration
necessary to support our performance of services to the client, and achievement of stable operations under the contract as evidenced
by the predictability of costs incurred. In addition, there may be other factors relevant to the operational stability of any particular
contract, which we consider as appropriate in determining whether to cease to apply the revenue limitation to that contract. The
revenue and gross profit adjustment on a contract resulting from discontinuance of the revenue limitation may be significant,
depending on factors including the size of the contract and the cumulative costs incurred as of the date at which the contract achieved
operational stability, but should not be considered indicative of future period results.

We have adopted EITF Issue 00-21, “Revenue Arrangements with Multiple Deliverables,” prospectively for contracts we enter
into after June 30, 2003. EITF Issue 00-21 addresses the accounting, by a vendor such as us, for contractual arrangements in which
multiple revenue-generating activities will be performed by the vendor. In some situations, the different revenue-generating activities
(deliverables) are sufficiently separable and there exists sufficient evidence of fair values to account separately for the different
deliverables (that is, there are separate units of accounting). In other situations, some or all of the different deliverables are closely
mnterrelated or there is not sufficient evidence of relative fair value to account separately for the different deliverables. EITF Issue 00-
21 addresses when and, if so, how an arrangement involving multiple deliverables should be divided into separate units of accounting.
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We anticipate that, in the near-term, services and deliverables to be provided under new business process management contracts will
generally be similar in nature to services and deliverables provided in connection with our existing contracts. Our market and service
offering is relatively new, and certain of our services have not been sold on a stand alone basis, either by us or our competitors.
Therefore, we believe that there is not, and in the near-term will not be, sufficient evidence of fair value for certain elements of our
contracts. We anticipate accounting for future multiple-element contracts that share these characteristics as a single unit and in the
same manner as we account for our existing multiple-element contracts as long as there continues to be a lack of fair value for certain
elements of our contracts and some portion of these elements remain undelivered until the completion of a contract.

However, we are seeking to drive the HR BPO market toward a unit-based pricing methodology because we see benefits to us
and to our clients of using this approach. To our clients, this would provide greater simplicity, and to us it would provide several
potential benefits including a reduction in the level of due diligence involving assessment of current client costs, and a potential
strategic advantage over the majority of our current competitors. We have several proposals underway to current and potential clients
that would involve unit-based pricing. Contracts that utilize unit-based pricing may be accounted for differently than our current
contracts, depending upon the exact nature of the agreement. Changing an existing contract to unit-based pricing could require us to
change our accounting methodology for that contract, and ceasing proportional cost accounting on an existing contract could result in
the write-down of part or all of any unbilled receivable, certain intangible assets or recovery of any deferred revenue related to that
contract at that time. This could reduce profit in the period of the write-down, but would not necessarily affect cash flow.

Future developments in applicable accounting rules and their interpretation may require us to adopt different accounting for long-
term contracts. There can be no assurances that in the future accounting rulemaking bodies and the staff of the SEC will not determine
that EITF Issue 00-21 or other standards may require us to adopt different accounting, which may have a material adverse effect on
our revenues and results of operations.

Estimates and Changes in Estimates. Our method of accounting is intended to reflect the economic substance of our long-term
outsourcing contracts. Several factors can cause variability of reported results.

We make estimates of total contract revenue and cost, and we periodically update those estimates to reflect our evolving estimates
of the life-of-contract economics. While we believe we can make reasonably dependable estimates, all estimates are inherently
uncertain and subject to change. Incorrect assumptions or erroneous perceptions of the resources required or revenue potential of a
contract may need to be corrected. Changes in circumstances may require modification of estimates that were appropriate when made.
Uncertainties inherent in the performance of contracts may affect our assessment of our contracts over time.

In an effort to maintain appropriate estimates, our policy is to review each of our long-term outsourcing contracts on a regular
basis, not less than annually, and to revise our estimates of revenue and cost as appropriate. Various factors could cause us to increase
our estimates of contract expense. For example, our employment expenses and fees paid to vendors will tend to increase over time
and may increase significantly from time to time depending upon market conditions and other factors. Changes in technology or
competition may require us to increase infrastructure spending to maintain appropriate service capabilities. Changes in law may
increase compliance costs. Our cost estimates may include the effect of some anticipated future cost savings that we believe are
probable of being achieved, in addition to savings already achieved, and anticipated future cost savings may not be realized. Other
factors could cause us to decrease our estimates of contract expense. For example, improvements in service delivery that we achieve
through process engineering, application of technology, and vendor rationalization all tend to decrease contract costs.

A number of factors can cause our revenue expectations for a given contract to decrease. While our client contracts generally
include commitments by clients regarding service scope and pricing, there are also provisions pursuant to which billings can increase
or decrease in response to changes in the client's organization. Further, other factors give clients leverage to renegotiate price and
other terms with us, such as the right to terminate for convenience, our desire to obtain additional business from the client, looming
expiration of the contract, negotiation over potential penalties associated with service level issues, and our general desire to be
responsive to clients' business needs. In this context, various circumstances can lead to reduction in revenues from any particular
client, including: client financial difficulties or business contractions that lead to reductions in workforce or discretionary spending on
services such as staffing and training; amendments agreed to by us which reduce the scope or revenue for services; early termination
of client contracts in whole or part, whether resulting from adverse developments in the client’s business or the client’s exercise of
discretion; insourcing or retention by the client of processes previously contracted to us (subject to our approval when required under
the terms of the contract); non-assignment to us of third-party vendor contracts that we initially envisioned taking over from the client;
and other circumstances within the client’s organization. In addition, our receipt of revenue under any particular contract may be
delayed if transition of the client’s processes to our infrastructure takes longer than anticipated. While our contracts with our clients
may contemplate further expansion, this may not occur, and if it does occur, significant additional expenditures by us may be required
to fund such expansion. In addition, our process management contracts generally permit our clients to impose financial penalties
against us for specified material performance failures. Other factors could cause us to increase our estimates of contract revenue. For
example, service volumes may increase due to growth in the client’s business, and clients may increase the scope of services they
acquire from us through contract amendment.
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Increases in cost estimates and decreases in revenue estimates can have material adverse effects on our eamings. If we determine
that our previous cost estimates for a contract were too low, or our previous revenue estimates were too high, we will change our
estimates appropriately in the period in which the determination is made, including the recognition of the cumulative impact of the
revision. The amount by which prior period revenue and gross profit was higher than it would have been if the updated estimates had
been applied during earlier periods will be reflected as a reduction in revenue and gross profit in the period that the estimates are
changed, and the lower estimated contract margin will also reduce our future gross profit outlook. Conversely, if we determine that
our previous cost estimates for a contract were too high, or our previous revenue estimates were too low, the amount by which prior
period revenue and gross profit was lower than it would have been if the updated estimates had been applied during earlier periods
will be reflected as an increase in revenue and gross profit in the period that the estimates are changed (subject to our revenue
recognition limitation if it is then still in place for that particular contract), and the higher estimated contract margin will also increase
our future gross profit outlook. The magnitude of these effects will increase proportionately with the size of the contract, the
proportion of the contract completed and the extent of the change in estimates. Some of these effects could be significant. Further,
because we have a relatively small number of contracts and high client concentration, adverse changes in estimates for a single client
contract could have a material adverse effect on our results of operations.

We do not enter into contracts that are expected to result in a loss, but from time to time increases in cost estimates or reductions
in revenue estimates may result in projected negative margins on a contract. In that case, the expected life-of-contract loss would be
reflected as a loss in the period in which the loss determination was made, and the contract would then be accounted for at a zero
margin for the remainder of its term. This could have a material adverse effect on our results of operations in the period in which the
loss determination is made and would reduce our gross profit outlook.

Policies and Practices. We apply various policies and practices, including principally the three described below, to guide our
estimates of contract revenue and cost and to produce consolidated financial statements that we believe appropriately reflect the
economic substance of our outsourcing business. Over time we may modify our policies and practices and implement new ones.

Revenue Limitation until Operational Stability. As described above, we limit revenue recognized for each contract to amounts
billed or billable until the contract reaches operational stability. Therefore, client contracts can contribute negative margins until
operational stability is achieved. In the quarter in which contract operational stability is achieved, there generally is a change of
estimate for the contract resulting in a one-time recognition of cumulative additional revenue and income attributable to the
application of estimated life-of-contract margin to costs incurred in prior periods. This change of estimate typically increases unbilled
receivables and has a positive effect on our revenue and operating results for the period in which it occurs, but should not be
considered to be an appropriate indication of future results. As of December31, 2003, none of the contracts that were entered into
during fiscal 2003 were deemed to have achieved operational stability.

Revenue Recognition for Variable Services. Some services included in our process management contracts, such as staffing and
learning, can have high variability in service volumes because client spending in these areas is discretionary to a significant degree,
and highly sensitive to changes in client policies and strategies, as well as economic conditions and developments in the client’s
business and outlook. Clients may choose to reduce or avoid such expenditures, which reduces our service volumes and revenue.
Further, our costs for these resources can change quickly depending upon changing conditions in geographic or industry markets.
Accordingly, our financial results from provision of these services are more variable than for other services such as payroll. Because
of this variability, we do not believe we can make reasonably dependable estimates in these areas. As a consequence, revenue and
cost for these services are not included in contract estimates. Revenues and costs for these variable services are recognized in the
period the services are performed and are not impacted by our long-term contract estimates.

Limited Horizon for Estimates. We intend to increase efficiency and commensurately reduce service delivery costs over the life
of our outsourcing contracts. However, our ability to deliver additional savings that are sustainable over the life of the contract
becomes more speculative in the later years due to the potential for increasing delivery costs, uncertainty regarding future efficiency
improvements and client needs, and other factors. Therefore, life-of-contract estimates generally will reflect only those reductions in
our costs of service delivery that we believe are probable of being realized within a limited time following the date of analysis. This
time horizon is a function of the maturity of our business, the development of our infrastructure and other general and client-specific
factors. The horizon included in the contract estimates as of December 31, 2003, includes the estimated savings that we believe are
probable of being achieved through the end of the third quarter of 2004, which are then assumed to be maintained for the remaining
life of each contract. We anticipate, although no assurance can be given, that our contract estimates as of March 31, 2004, which will
be reflected in our financial results for the first quarter of 2004, could include estimated savings that we believe are probable of being
achieved through Marchi 31, 2005 (i.e. an increase from a three-quarter horizon in the fourth quarter of 2003 to a four-quarter horizon
in the first quarter of 2004). This increase of one quarter would result from the completion, perhaps as soon as the first quarter of
2004, of an updated detailed 12 month forecast, which we believe would give us greater visibility into the longer-term contract view.
We would intend to roll this forecast forward each quarter to provide us a consistent one-year outlook period. We consider efficiency
improvements and cost savings that we plan to achieve beyond the above time horizons too speculative to include in our life-of-
contract cost estimates.
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Short-Term Arrangements

In addition to our outsourcing contracts that extend over long periods of time, we provide our customers services on a short-term
basis, including project-based services for our outsourcing clients that may be structured on a per diem or fee-for-service basis. For
these short-term arrangements, we recognize revenue as services are performed provided there is evidence of an arrangement, we have
met our delivery obligation, the fee is deemed fixed or determinable, and future collection is reasonably assured.

Allowance for Doubtful Accounts

We maintain an allowance for doubtful accounts for estimated losses resulting from inability of our clients to make required
payments. If the financial condition of one or more of our clients were to deteriorate, resulting in an impairment of their ability to
make payments, additional allowances may be required.

Direct Contract Costs

We capitalize certain set-up and other direct installation costs (“Direct Contract Costs”) to the extent that we determine such costs
are recoverable by the receipt of future contractually committed amounts. Capitalized set-up and other direct installation costs are
included in Fixed Assets and Direct Contract Costs and are amortized over the applicable contract term. If a client contract terminates
early, or changes so that such costs are no longer recoverable, then we will be required to write off unamortized Direct Contract Costs
associated with that contract, resulting in a commensurate charge to earnings for the period in which the termination charge occurs.
As of December 31, 2002 and 2003, we had Direct Contract Costs of $10.7 million and $18.4 million, respectively, net of
accumulated amortization.

Deferred Tax Assets

As of December 31, 2002 and 2003, we had $74.3 million and $70.2 million, respectively, of net deferred tax assets, arising
primarily from our net operating losses, which we have fully reserved through a valuation allowance. We.record a valuation
allowance to reduce our deferred tax assets to the amount that is more likely than not to be realized. We have considered future
taxable income and ongoing prudent and feasible tax planning strategies in assessing the need for the valuation allowance and we
continue to monitor our ability to realize our deferred tax assets. Assuming we are able to demonstrate a history of taxable income
and to forecast with relative certainty that we will earn taxable profits for the foreseeable future, we will record one or more
adjustments to reduce the valuation allowance to recognize on a current basis our anticipated use of our deferred tax assets to reduce
our future income tax liabilities. Each such adjustment will be recorded in the period that we determine it is more likely than not that
we can recover all or a portion of our deferred tax assets. Each adjustment will increase income for that period accordingly but should
not be considered to be indicative of subsequent results. While we were profitable during the year ended December 31, 2003, we did
not earn taxable profits due to differences between book and tax accounting. Thus, as a result of continuing to not have a history of
taxable profits, we continue to fully reserve through a valuation allowance the amount of the net deferred tax asset. The Company
reduced its valuation allowance on its deferred net tax assets during the year ended December 31, 2003, only to the extent that the a
newly generated deferred tax liability, resulting from the net income generated in the period, will allow recovery of certain deferred
tax assets. Upon utilization or expiration of the underlying net operating loss carryforwards, or elimination of the valuation allowance,
we will begin to record income tax expense and commensurately lower net income for future periods in which we are profitable or
eliminate the valuation allowance.

Important Factors That Could Affect Future Performance

As we consider our plans to achieve our overall 2004 business objectives and our financial targets of $575-600 million in revenue
and $0.30 -$0.33 per share in earnings, we focus on certain critical drivers of revenue, cost and margins. These drivers are:

¢ Transition of work sold during 2003

e Add-ons to current clients

e Additions of new client contracts

» A shift of more work from “Indirect” to “Direct” via client focus and targeted acquisitions that can also expand and further
integrate our service offerings

o Further leveraging of our infrastructure through additional volumes and business

¢ Expansion of our “multi-shore” delivery model including the further utilization and development of our India operations

We exited the fourth quarter of 2003 at an annualized revenue run rate of approximately $480 million. Excluding certain
contracts still to complete transition, we anticipate a modest reduction in that existing revenue base as contractually committed client
discounts and credits come into effect. We also expect certain project-based revenues to decrease for various reasons including
reduced demand for ad-hoc projects as compared to the level performed in 2003. We anticipate some continuation in the decreases in
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the amount of temporary staffing volumes at key clients though not as pronounced as that experienced in the fourth quarter of 2003.
These services are variable and can also increase, but we are not projecting increases at this time.

We plan to obtain the new revenue needed to reach our 2004 targets from four principal sources. These are (i) the annualized
impact of new business acquired at different times during 2003, including contracts with new clients in 2003 and the revenues from
the acquisition of the international outsourcing business of PwC, (ii) additional revenues from certain existing clients as we further
develop our relationship and increase the scope of work provided to them, (iit) revenues from new clients sold during 2004 and (iv)
revenues from modest acquisitions anticipated to be made during 2004. Achievement of these objectives depends upon our ability to
sign new clients at a pace beyond that achieved in 2003, and depends on the timing of the sale within the year. The transition of
additional work from existing clients must occur on schedule and is anticipated to create incremental unbilled revenue as those clients
transition to our proportional cost accounting methodology. The level of temporary staffing revenues is volatile and subject to short
term increases and decreases, which can materially affect our growth but has little impact on profitability. Finally we must identify
appropriate acquisition candidates and complete their acquisition in a timely fashion. These acquisition candidates could have the
desired effect of increasing the proportion of our revenue that is “direct” as opposed to “indirect,” thereby helping to improve overall
margins. If we are unable to achieve any of these objectives, or if the timing of these achievements is delayed significantly, we will
have to look for other sources of new revenue, or we will not reach our objectives for the year.

Excluding the effect of new business, we expect our costs in 2004 to exceed 2003 levels because of the full year interest expense
on our 2.5% Convertible Senior Notes and increases in compensation expense, principally base salary, fringe benefits, and bonus for
our workforce. Further margin pressure will result from new hiring we anticipate in order to strengthen our workforce in several key
areas, increased costs associated with service quality programs and process audits conducted to help clients comply with their own
internal audit requirements, and initiation of previously agreed increases in client discounts and the anticipated reduction in the
amount of high-margin project work from 2003 levels. These factors, net of any increases in unbilled revenues following the
transition of certain contracts to the proportional cost accounting methodology, will result in net income for the first quarter of 2004
being approximately flat compared to that of the fourth quarter of 2003. In order to compensate for these margin pressures and reach
our earnings target for 2004, we plan to continue to improve our mix of higher-margin “direct” revenue vs. lower-margin “third party”
revenue by focusing our 2004 sales and acquisition efforts on direct revenue sources. We also plan to expand the operations of our
India service center to lower the average cost of delivery of our services, increase our overall productivity, and improve overall
margins. We will also continue to focus our efforts to drive the Six Sigma methodology throughout our business to enable us to
reduce the costs of errors and rework through “first- time quality.” Net of these effects, and assuming we are successful at
productivity improvement and further cost reductions, we expect unbilled receivables to increase during 2004.

Our expectations related to 2004 financial performance depend upon many factors, including principally our ability to develop
new business and minimize delivery cost. Changes in our estimates of cost to perform under our contracts and the timing of new
business and transition of certain existing contracts to the proportional cost accounting methodology could cause revenues to increase
or decrease from today’s expectations, and commensurately affect unbilled receivables and deferred revenues. Furthermore, any
changes that may be negotiated in new or existing contracts could require us to adopt different methods of revenue recognition for
those contracts.

In connection with the previously announced potential merger of Bank of America Corporation and FleetBoston Financial
Corporation, Bank of America is taking many steps to prepare for integration of the combined post-merger enterprise. These include a
review of major vendors to Bank of America and Fleet. In this context, in November 2003, Bank of America issued an HR BPO
Request for Information (the "RFI") to us and to a provider that Fleet selected to provide HR services before the announcement of the
planned merger. The RFI summarized Bank of America's plans for a broad range of human resources processes and functions that we
currently provide to Bank of America, and for selected additional services that we do not currently provide. The RFI solicited
information from us regarding our plans for ongoing development and provision of these services, and their transition to the new
integrated post-merger organization. We have provided a response to the RFIL.

Bank of America has told us that their decision-making regarding HR BPO for the post-merger organization is only one of many
integration projects they have underway, and they have not given us any definitive timetable for any decisions regarding provision of
the services covered by the RFI. It is possible that the level and/or scope of services we provide to Bank of America could increase,
decrease, or remain the same. In general, an increase in the level and/or scope of services we provide to the post-merger Bank of
America would be a positive development for us, and a decrease in the level and/or scope of services would be negative. However,
any changes in the level and/or scope of services we provide would probably involve complex pricing and other terms and variables
not yet fully evaluated or negotiated, and therefore we cannot predict with certainty the timing of any changes or the effect of any
changes upon our operating results.




RESULTS OF OPERATIONS

Because of the rapidly evolving nature of our business and our limited operating history, we believe that period to period
comparisons of our operating results, including our revenue, expenses, gross profit and expenses as a percentage of revenue, should
not be relied upon as an indication of our future performance. The following table sets forth statement of operations data expressed as
a percentage of revenue for the periods indicated:

2001 2002 2003
REVEIUE ..ot 100.0% 100.0% 100.0%
Cost Of REVENUE ... 112.7 96.3 90.0
Gross Profit (LOSS) .....cevevevererireeeeienenieres e eceieveseseaas (12.7) 3.7 10.0
Selling, General and Administrative Expense................. 18.0 7.0 6.2
Income (Loss) from continuing operations.................... (30.7) (3.3) 38
Investment and Interest Income, net........ccoceeverecveirennenne 1.5 0.5 0.3
Income (Loss) from continuing operations Before
Provision for Income Taxes and Income (Loss) from
discontinued OpPerations .......c.cocveeieiviericrine e (29.2) (2.8) 4.1
Provision for Income Taxes........cocoivirmvecrerinieircneeeennens — — —
Income (Loss) from continuing operations.................... (29.2) (2.8) 4.1
Income (Loss) from discontinued operations................. 1 0.2 (1.0)
Net Income (LoSS) ....cccvivereirecrieerecieeaecinreneereeeresreeeens (29.1)% (2.6)% 3.1%

During the fourth quarter of fiscal 2003, we adopted a formal plan to dispose of our Gunn consulting operations.
Accordingly, assets and liabilities of the Gunn consulting operation have been segregated and classified as held for sale and
the operating results and cash flows have been presented as discontinued operations for all periods presented. As a result,
revenue derived from our business process management clients represent 100% of our continuing operating revenues in all
fiscal years presented. For further details of our discontinued operations, see Note 14 of our “Notes to Consolidated Financial
Statements™ included under Part IT Item 8. “Financial Statements and Supplementary Data.”

We have adopted EITF Issue 00-21, “Revenue Arrangements with Multiple Deliverables,” for transactions entered into
after June 30, 2003. The impact of adopting EITF Issue 00-21 was not material to our financial statements.

Years Ended December 31, 2003 and 2002

Revenue. Revenue for the years ended December 31, 2003 and 2002 was $480.3 million and $405.8 million, respectively. For
the year ended December 31, 2003, three business process management clients accounted for 48%, 18% and 15%, respectively, of
Tevenue as compared to three business process management clients accounting for 48%, 26% and 16%, respectively, of revenue for
the year ended December 31, 2002. No other client accounted for more than 10% of revenue in the 2003 and 2002 periods.
Furthermore, for the years ended December 31, 2003 and 2002, 29% and 26%, respectively, of our business process management
revenue was generated from the provision of services with more highly variable volumes, such as staffing and learning, which depend
upon client discretionary spending. Client usage of our staffing and learning services varies, and can decrease, and we anticipate a
reversal in 2004 of the increased staffing volumes that we experienced at certain clients in 2003. The level of activity in our staffing
services is sensitive to economic conditions and may be less in demand if interest rates increase or other economic conditions change.
As described above, revenue from the highly variable volume services is recognized as the services are performed and is excluded
from our contract estimates. The increase in the percentage of revenue generated from the provision of these highly variable volume
services primarily resulted from increased usage of these services under our client contracts executed prior to 2003 and was not
materially impacted by the transition of service responsibility to us under the business process management contracts executed in 2003
or the June 2003 acquisition of certain business process management contracts from PwC.

The $74.5 million revenue increase in the 2003 period as compared to the 2002 period resulted from a $41.1 million net increase
in combined revenue from our business process management contracts with Bank of America Corporation, BP p.l.c., International
Paper Company, Pactiv Corporation, Prudential Financial and Unisys Corporation which were the only business process management
contracts common to both periods (“Common Contracts Base”); and $35.8 million from business process management contracts
signed with new clients during 2003 and from certain smaller business process management contracts acquired in June 2003.
Offsetting the increase to our revenue was a $2.4 million revenue reduction as a result of the completion of one of our business
process management contracts during the fourth quarter of 2002. The net increase in revenue from the clients in the Common
Contracts Base consisted of a $34.5 million increase in the provision of services with highly variable volumes together with a $15.7
million increase in project revenue partially offset by a $9.1 million decrease primarily driven by negotiated cost reductions for certain
services provided by third-party vendors. As third-party vendor costs decrease, our life-of-contract revenue decreases to the extent
these costs were recoverable from the client. However, our life-of-contract margins tend to improve as a result of the reduced costs
and revenue over the remaining term of the contract and the margins are further enhanced to the extent we share in the savings from
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these cost reductions achieved in the provision of these services to our clients. Included in the Common Contracts Base revenue and
operating income, for the years ended December 31, 2003 and 2002, were $24.7 million and $13.4 million, respectively, reflecting the
cumulative impact of the change in estimates in each period arising from our updated life-of-contract estimates. These cumulative
adjustments include application of our current contract estimates to inception-to-date contract costs incurred as of the beginning of the
period for each contract that has reached operational stability to appropriately reflect the inception-to-date contract profits based upon
our revised margin estirates and should not be considered indicative of future results. As of December 31, 2003, none of the
contracts that were entered into during 2003 were deemed to have achieved operational stability. Revenue growth in 2004 and future
periods will depend primarily upon our ability to obtain new clients and sell additional services to existing clients.

Cost of Revenue. Our cost of revenue for the years ended December 31, 2003 and 2002 was $432.6 million and $391.0 million,
respectively. Cost of revenue consists primarily of compensation and benefits paid to our employees who are directly involved in
providing our services, computer and communications equipment and services costs, facilities costs, depreciation and amortization of
capitalized expenditures incurred in connection with our business process management contracts, and expenses associated with third-
party vendors who provide services on our behalf for our clients within the scope of our business process management contracts. Prior
to January 1, 2003, depreciation and amortization expense had been set forth as a separate line item in our Consolidated Statements of
Operations. Commencing January 1, 2003, depreciation and amortization expense is included in cost of revenue and selling, general
and administrative expense and, accordingly, the consolidated financial statements for the year ended December 31, 2002 have been
reclassified to conform to the 2003 presentation. Depreciation and amortization expense included in cost of revenue for the years
ended December 31, 2003 and 2002 was $22.4 million and $14.6 million, respectively. The increase in the cost of revenue for the
year ended December 31, 2003 as compared to the year ended December 31, 2002 principally resulted from the progressive transition
of service responsibility 'to Exult under our various business process management contracts, the June 2003 acquisition of certain
business process management contracts and the continuing expansion of our infrastructure and service capacity.

Our gross profit increased $32.9 million to $47.7 million, or 10.0% of revenue, for the year ended December 31, 2003 from $14.8
million, or 3.7% of revenue, for the year ended December 31, 2002. The gross profit from our Common Contract Base improved to
$64.2 million, or 14.4% of Common Contract Base revenue, in the 2003 period from $24.1 million, or 6.0% of Common Contract
Base revenue, in the 2002 period. Offsetting the gross margin improvement from the Common Contract Base was the impact of $5.8
million of start-up costs incurred and charged to expense during the 2003 period from our newly-opened India client service center; a
reduction in gross profit of $1.1 million from the completion of a business process management contract in December 2002 and the
combination of a net gross loss from the contracts acquired in June 2003 and the business process management contracts signed during
2003, and an increase of $0.3 million in our currently unutilized capacity as we expand our Multi-Process Outsourcing™ capabilities.
The gross loss from the combination of contracts acquired in June 2003 and the business process management contracts signed during
2003 arises primarily from certain transition costs incurred during the period in connection therewith and we expect all of these
contracts to be profitable over the respective life of each contract.

Operating expense will tend to increase to support any growth we may achieve, and our profitability depends upon our ability to
scale our business by leveraging existing resources across a broader revenue base and limiting increases in operating expense
associated with new business to levels significantly below our clients’ historical costs of operating the processes we assume.
Significant expansion of capacity in connection with new contracts may delay our achievement of this scale. We have incurred, and
may incur in the future, negative gross margins as we continue to transition and transform our clients” HR processes.

Selling, General and Administrative Expense. Selling, general and administrative expense for the years ended December 31,
2003 and 2002 was $29.2 million, or 6.1% of revenue, and 28.6 million, or 7.0% of revenue, respectively. Selling, general and
administrative expense generally consists of compensation for employees engaged in developing product features and service delivery
capabilities; marketing, promoting and selling our services; and management and administrative activities. Selling, general and
administrative expense also includes third-party consulting and marketing expenditures; facilities and office costs; legal, accounting
and recruiting fees and expenses; and certain depreciation and amortization of capitalized expenditures. After reclassifying the 2002
period consolidated financial statements to conform with the 2003 presentation as discussed above, included in selling, general and
administrative expense for the years ended December 31, 2003 and 2002, was $2.2 million and $3.9 million, respectively, of
depreciation and amortization expense from certain capitalized costs and compensation deferrals. In addition, selling, generai and
administrative expense may include “business optimization costs” that are incurred during the period. We call these charges business
optimization costs because they reflect our pursuit of strategies intended to enhance our efficiency and profitability as our operating
scale increases and our business progresses toward operational maturity. For the year ended December 31, 2001, selling, general and
administrative expense included business optimization costs totaling $18.5 million; the cash portion of these 2001 charges was
expected to total $13.3 million. Through December 31, 2003, we have made cash payments totaling $10.2 million and reduced the
initial accrual, and accordingly selling, general and administrative expense, by $0.2 million and $2.3 million during the years ended
December 31, 2003 and 2002, respectively, as a result of completion of certain of these arrangements at amounts less than previously
estimated and changes in estimates with regard to the remaining arrangements. Excluding the impact of reduction in the initial accrual
for business optimization costs, selling, general and administrative expense for the years ended December 31, 2003 and 2002 was
$29.5 million, or 6.1% of revenue, and $30.9 million, or 7.6% of revenue, respectively. The reduction in selling, general and
administrative expense exclusive of the impact of business optimization costs in the 2003 period compared to the 2002 period was
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primarily the result of $1.4 million of additional compensation paid to a senior executive in the 2002 period. Future improvement in
selling, general and administrative expense as a percentage of revenue depends upon revenue growth and leveraging existing
infrastructure over a broader revenue base.

Investment and Interest Income, net. Investment and interest income, net for the years ended December 31, 2003 and 2002
consisted of investment and interest income of $2.9 million and $3.3 million, respectively, partially offset by interest expense of $1.9
million and $1.1 million, respectively. Investment and interest income is generated primarily from short-term investing of cash in
excess of current requirements. During the years ended December 31, 2003 and 2002, we realized $0.7 million and $0.1 million in net
gains from sales of short-term investments. Excluding the net gain, investment and interest income in the 2003 period was reduced
versus the 2002 period primarily by the lower rates of interest in the market and also by the lower average available cash balances in
the 2003 period. Interest expense is associated with certain long-term obligations in both periods. In September and October 2003,
we issued $110.0 million principal amount of our 2.50% Convertible Senior Notes due October 1, 2010 at 97% of the principal
amount thereof. The discounts and offering costs totaling approximately $3.4 million are being accreted over the remaining term of
the notes to their stated maturity using the effective interest method. Accordingly, subject to reduction as a result of any conversion or
redemptions of the notes, our interest expense will increase by accretion of the related discounts and offering costs plus coupon
payments of approximately $2.8 million per year. Included in interest expense for the 2003 period is the interest cost associated with
the notes for the period commencing from the issuance of the notes to December 31, 2003.

Provision for Income Taxes. We incurred losses from our founding in 1998 through September 30, 2002, resulting in federal,
state and foreign net operating loss carryforwards. We achieved our first profitable quarter for the fourth quarter of 2002 and our
profitability continued throughout 2003. Our 2003 net income resulted in the creation of additional deferred tax liabilities which will
allow us to recognize in the future the benefit of certain deferred tax assets. Accordingly, we reduced our valuation allowance on our
deferred net tax assets during the year ended December 31, 2003, to the extent the newly generated deferred tax liabilities will allow
recovery of certain deferred tax assets. Therefore, no net tax provision was recorded for the year ended December 31, 2003.
Although the fourth quarter of 2002 was profitable, we incurred a net loss for the entire year ended December 31, 2002. Accordingly,
no provision for income taxes was recorded for the 2002 period. As of December 31, 2003, the remaining federal and state net
operating loss carryforwards expire beginning in 2019 and 2007, respectively. The foreign net operating loss may be carried forward
indefinitely. A full valuation allowance has been provided against the tax benefit generated by the net operating losses because of the
uncertainty of realizing the deferred tax assets. Upon utilization or expiration of the underlying net operating loss carryforwards, or
elimination of the valuation allowance, we will begin to record income tax expense and commensurately lower net income for future
periods in which we are profitable.

Net Income (Loss). The foregoing resulted in net income from continuing operations for the year ended December 31, 2003, of
$19.6 million, or $0.18 per basic share and $0.17 per dituted share, compared to a net loss for the year ended December 31, 2002, of
$11.6 million, or $0.11 per basic and diluted share.

Years Ended December 31, 2002 and 2001

Revenue. Revenue for the years ended December 31, 2002 and 2001, was $405.8million and $257.0 million, respectively. The
revenue increase for the 2002 period as compared to the 2001 period principally resulted from the progressive transition of service
responsibility to us under five process management contracts that were executed at various dates from December 1999 through
November 2000, together with two scope expansion amendments for an existing client that were executed during 2001 plus the
addition of two new process management clients in October 2001 and January 2002. In addition, as a result of the maturation of our
business, we determined during the third quarter of 2002 that it was no longer necessary to limit revenue recognition to amounts billed
once a contract has reached operational stability. This resulted in a change in estimate for our contracts and recognition of $13.4
million of additional outsourcing revenue and operating income for the year ended December.31, 2002 for those contracts. A portion
of this amount would previously have been recognized as revenue under those contracts if revenue for prior periods had not been
limited to amounts billed, and a portion of this amount would not have been recognized until billed in future periods if revenue had
continued to be limited to amounts billed under those contracts. As of December 31, 2002, all of our then existing long-term
outsourcing contracts had reached operational stability.

For the year ended December 31, 2002, three process management clients accounted for 48%, 26% and 16%, respectively, of
revenue as compared to two process management clients accounting for 46% and 44%, respectively, of revenue for the year ended
December 31, 2001. No other client accounted for more than 10% of revenue in the 2001 and 2002 periods. For the years ended
December 31, 2002 and 2001, 26% and 22%, respectively, of our process management revenue was generated from the provision of
services with more highly variable volumes, such as staffing and learning, which depend upon client discretionary spending. As
described above, revenue from these services is excluded from our contract estimates.

Cost of Revenue. Our cost of revenue for the years ended December 31, 2002 and 2001, was $391.0 million and $289.4 million,
respectively, and our gross margin (loss) for the same periods was 3.7% and (12.7)%, respectively, of revenue. After reclassifying the
2002 and 2001 consolidated financial statements to conform with the 2003 presentation as discussed above, included in cost of

35



revenue for the years ended December 31, 2002 and 2001, was $14.6 million and $6.0 million, respectively, of depreciation and
amortization expense. The increase in the cost of revenue for the year ended December 31, 2002 as compared to the year ended
December 31, 2001 principally resulted from the progressive transition of service responsibility to Exult under our various process
management contracts and the continuing expansion of our infrastructure and service capacity. The improvement in our gross margin
in the 2002 period as compared to the 2001 period reflects the increased leverage achieved through higher utilization of our client
service centers and other service delivery systems combined with the impact of continuing cost controls and efficiency programs
instituted in connection with our Multi-Process OutsourcingSM operating platform.

Selling, General and Administrative Expense. Selling, general and administrative expense for the years ended December 31,
2002 and 2001, was $28.6 million, or 7.0% of revenue, and $46.4 million, or 18.0% of revenue, respectively. After reclassifying the
2002 and 2001 financial statements to conform with the 2003 presentation as discussed above, included in selling, general and
administrative expense for the years ended December 31, 2002 and 2001, was $3.9 million and $6.5 million, respectively, of
depreciation and amortization expense. In addition, for the year ended December 31, 2001, selling, general and administrative
expense included $18.5 million of business optimization costs as discussed above. There were no similar charges for the year ended
December 31, 2002; however, we reduced the initial accrual, and accordingly selling, general and administrative expense, by $2.3
million during the year ended December 31, 2002, as a result of completion of certain of these arrangements at amounts less than
previously estimated and changes in estimates with regard to the remaining arrangements. Exclusive of business optimization costs,
selling, general and administrative expense for the year ended December 31, 2002 and 2001 was $30.9 million, or 7.6% of revenue,
and $27.9 mullion, or 10:9% of revenue, respectively. Exclusive of business optimization costs, the increase in selling, general and
administrative expense for the year ended December 31, 2002 as compared to the year ended December 31, 2001, primarily resulted
from increased compensation expense, while the decrease in the expense as a percentage of revenue resulted primarily from the rate of
revenue growth experienced in the 2002 period.

Investment and Interest Income, nef. Investment and interest income, net for the years ended December 31, 2002 and 2001
consisted of investment and interest income of $3.3 million and $4.5 million, respectively, partially offset by interest expense of $1.1
million and $0.7 million; respectively. Investment and interest income is generated primarily from short-term investing of cash in
excess of current requirements. While the Company generally had greater available cash balances during the 2002 period as compared
to the 2001 period, investment and interest income, net in the 2002 period decreased as compared to the 2001 period principally as a
result of lower interest rates in the 2002 period. Interest expense is associated with certain long-term obligations in both periods and
for the 2001 period debt incurred to purchase the Gunn Partners, Inc. assets in November 1999.

Income Taxes. We incurred losses from our founding in 1998 through September 30, 2002, resulting in federal, state and foreign
net operating loss carryforwards. A full valuation allowance has been provided against the tax benefit generated by the net operating
losses because of the uncertainty of realizing the deferred tax assets and, accordingly, no benefit from income taxes was recorded in
either period.

Net Loss. The foregoing resulted in a net loss from continuing operations for the years ended December 31, 2002 and 2001, of
$11.6 million, or $0.11 per basic and diluted share, and $75.0 million, or $0.78 per basic and diluted share, respectively.

Discontinued Operations

In the fourth quarter of fiscal 2003, we determined that our Gunn consulting operations no longer fit our strategic operating
objectives and accordingly adopted a formal plan to dispose of these operations within the next twelve-month period. Accordingly,
the operating results of the operations have been classified as discontinued operations for all periods presented.

For the years ended December 31, 2003, 2002 and 2001, the Gunn consulting operation generated revenue of $6.5 million, $14.6
million and $15.5 million, respectively, resulting in net income (loss) of $(4.6) million, $0.9 million and $0.3 million, or (1.0)%, 0.2%
and 0.1% of consolidated revenue from continuing operations, respectively. The loss from discontinued operations for the year ended
December 31, 2003 included an impairment charge of approximately $3.3 million of goodwill as a result of management’s decision to
dispose of certain assets and reduce the carrying value of the assets of the operation to its estimated fair value less estimated selling
costs. Such impairment charges were recorded in accordance with the provisions of SFAS 144. As of December 31, 2003,
subsequent to the write-offs, the net carrying value of the remaining assets in the consulting operation was approximately $100,000
and represents the net realizable value. This amount was classified as assets held for sale in the accompanying consolidated balance
sheet as of December 31, 2003.
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Liquidity and Capital Resources

Since our inception in October 1998 through December 31, 2003, we have financed our operations primarily with equity
contributions, including net cash received from private placement sales of our capital stock totaling $169.5 million, the net proceeds
from our September 2000 initial public offering and the August 2001 follow-on public offering totaling $157.0 million, and, to a lesser
extent, by cash generated from our business, the exercise of stock options and warrants and participation in our employee stock
purchase plan. In addition, we also raised net proceeds of $106.6 million from the sale of convertible senior notes during September
and October 2003.

During the year ended December 31, 2001, we began generating revenue from our fourth and fifth process management clients,
Unisys Corporation and Bank of America Corporation, respectively, and during the year ended December 31, 2002, we began
generating revenue from our sixth and seventh process management clients, International Paper Company and Prudential Financial,
respectively. We also opened our third and fourth primary client service center in January 2001 and January 2002, respectively. By
December 31, 2002, all of our then existing process management contracts had reached operational stability and we had substantially
completed transition activities with respect thereto. During the year ended December 31, 2003, we began generating revenue from
several new process management clients, including BMO Financial Group, Universal Music Group, Vivendi Universal Entertainment,
McKesson Corporation and Circuit City Stores, Inc., none of which had reached operational stability as of December 31, 2003. We
also began operating client service centers in Canada and India. In addition, in June 2003, we acquired several smaller business
process management contracts along with two additional client service centers in Brazil and the United Kingdom, and operating
presences in continental Europe, Hong Kong and Singapore. During the years ended December 31, 2002 and 2001, we expended
operating cash in support of revenue generated by our process management contracts and to fund the transition and transformation
costs associated with our new process management contracts. We also used cash during both periods to pursue additional business
opportunities and the development of our corporate infrastructure.

Operating Activities of Continuing Operations

Net cash provided by operating activities for the year ended December 31, 2003, was $23.2 million as compared to net cash used
in operating activities of $5.5 million and $35.0 million for the years ended December 31, 2002 and 2001, respectively. The
improvement in net cash provided by operating activities in the 2003 period as compared to the 2002 and 2001 periods principally
results from the attainment of operational stability for all of our then existing contracts by the end of 2002 in conjunction with
improved efficiency in, and leverage of, our service delivery model, resulting in net income from continuing operations of $19.6
million in the 2003 period as compared to net losses of $11.6 million and $75.0 million in the 2002 and 2001 periods, respectively.
The net losses incurred in the 2002 and 2001 periods included non-cash charges of $1.4 million and $5.2 million, respectively, from
the issuance of certain warrants and options during the 2001 period as well as the write off of certain asset values in both periods. The
increase in cash provided by operating activities in the 2003 period as compared to the 2002 and 2001 periods was also due, in part, to
net realized gains on sales of short-term investments, net of interest accretion of approximately $0.5 million in the 2003 period.
During 2001, accounts payable and accrued liabilities and other increased by $29.1 million, further contributing to cash flow from
operating activities. Partially offsetting these sources of cash provided by operating activities were increases in accounts receivable,
net and prepaid expenses and other current assets of $25.4 million, $12.1 million and $10.4 million for the years ended December 31,
2003, 2002 and 2001, respectively, as well as a net decrease in accounts payable and accrued liabilities and other of $0.9 million and
$6.4 million, respectively, in the 2003 and 2002 periods.

Investing Activities of Continuing Operations

Net cash used in investing activities for the years ended December 31, 2003, 2002 and 2001, was $40.5 million, $99.4 million and
$42.3 mullion, respectively. The decrease in cash used in investing activities in the 2003 period as compared to the 2002 period and
the increase in the 2002 period as compared to the 2001 period arises primarily from the impact of investments of our available cash.
Prior to December 2001, we invested substantially all of our available cash in highly liquid temporary cash investments with initial
maturities of 90 days or less which we classify as cash equivalents. Commencing in December 2001, in order to enhance our
Investment yield, we began to invest a portion of our available cash in financial instruments with maturity dates in excess of 90 days
which we classify as short-term investments. These financial instruments consist primarily of U.S. government debt securities and
high-grade investment quality debt securities with maturities of less than three years. Accordingly, the transactions in such securities
are included in investing activities and represent net cash provided by investing activities of $22.6 million for the year ended
December 31, 2003, as compared to net cash used in investing activities of $62.1 million and $20.2 million for the years ended
December 31, 2002 and 2001, respectively. For all three periods, cash used in investing activities was used primarily to construct and
expand our client service centers and our internal systems in support of our growing business, to make payments with respect to new
client contracts or expansion of existing contracts and to fund client set up costs. In addition during 2003 as discussed above, we
expended $16.6 million (net of cash acquired of $2.7 million) to purchase several smaller business process management contracts.
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Financing Activities of Continuing Operations

We generated $107.3 million, $3.3 million and $127.0 million in cash, net from financing activities during the years ended
December 31, 2003, 2002 and 2001, respectively. We generated net proceeds of $106.6 million from the sale of our 2.5% convertible
senior notes during the 2003 period and $103.8 million from the August 2001 public offering of our common stock subsequent to our
initial public offering in June 2000. There were no similar transactions in the 2002 period. Also during 2001, we raised $26.0 million
in cash from the sales of our common stock to two vendors in private placement transactions. We generated cash of $3.8 million, $2.0
million and $6.0 million for the years ended December 31, 2003, 2002 and 2001, respectively, from the exercise of stock options in all
three years and purchases undér our employee stock purchase plan in the 2003 and 2002 periods, as well as $1.3 million during 2002
from the issuance of long-term obligations for cash. Partially offsetting the cash generated by these activities were payments we made
of 3$3.0 million, $1.1 millien and $5.3 million with respect to our long-term obligations during the years ended December 31, 2003,
2002 and 2001, respectively. The payments made in the 2001 period included the final $5.3 million installment payment for the
purchase of the Gunn Partners, Inc. business.

We may generate negative cash flow from operations in the future. We also expect to continue our investments in fixed assets
and direct contract costs to.support the expansion and renovation of our facilities, including our existing client service centers, to make
payments with regard to new client acquisitions, and to purchase related computer and other equipment necessary to support our client
contracts and growth. In addition, from time to time in the ordinary course of business, we evaluate potential acquisitions of related
businesses, assets, services and technologies. Such acquisitions, if completed, may require significant cash expenditures.

As of December 31, 2003, we had cash and short-term investments of $195.8 million. We believe that our cash on hand will be
sufficient to satisfy our working capital requirements for at least the next 12 months. If we experience rapid growth or unanticipated
expenses, we may need to raise additional funds through public or private debt or equity financings in order to maintain adequate cash
balances to satisfy the expectations of prospective clients; finance acquisitions, expansion of our service capabilities, new client
contracts with capital investment requirements, and other strategic opportunities; and address operating issues. We cannot be certain
that we will be able to raise additional funds on favorable terms, or at all, and if we need additional funds but cannot obtain them, our
ability to fund our operations or strategic initiatives may be impaired.

Operating, Investing and Financing Activities of Discontinued Operations

In the fourth quarter of fiscal 2003, we determined that our Gunn consulting operations no longer fit our strategic operating
objectives and accordingly adopted a formal plan to dispose of these operations. Accordingly, the operating results and cash flows of
the operations have been reclassified as discontinued operations for all periods presented. During the year ended December 31, 2003,
net cash provided by operating activities from discontinued operations was $789,000, net cash used by investing activities from
discontinued operations was $805,000, and net cash provided by financing activities from discontinued operations was $0.

Contractual Obligations and Commercial Commitments

‘We have the following contractual obligations and commercial commitments for the periods indicated (in thousands):

Jan 1, 2004 Jan 1, 2005 Jan 1, 2008

Dec 31,2004 Dec 31, 2007 Dec 31, 2010 Thereafter Total
Long-Term Debt Obligations(1) ......... $ 2,841 § 12,935 § 106,762 $ -~ 3 122,538
Operating Leases(2)......cccocoeveveennnee. 6,688 15,291 10,551 538 33,068
Unconditional Purchase Obligations(3) 1.013 - 12,352 — — 13,365
Total s 10.542 § 40,578 § 117,313 § 538 § 168.971

(1)  In 2003, the Company sold $110.0 million principal amount of 2.50% Convertible Senior Notes (“Notes™) due October 1, 2010 at
97% of the principal amount thereof. As of December 31, 2003, the outstanding balance of the Notes was $106.7 million. The
Company has entered into long-term arrangements, including capital lease arrangements, in connection with the purchase of
certain current assets and fixed assets. For more information about the Company’s Long-Term Debt Obligations, see note 7 to the
consolidated financial statements.

(2)  Operating lease obligations represent estimated lease payments primarily related to the Company’s domestic and international
office spaces and various computer and office equipment. For more information about the Company’s operating lease obligations,
see note 12 to the consolidated financial statements. .

(3) The Company has entered into various purchase commitments with third parties for certain products and services in connection
with the Company’s process management services. For more information, see note 12 to the consolidated financial statements.




————

Recent Accounting Pronouncements

In July 2002, the FASB issued SFAS No. 146, "Accounting for Costs Associated with Exit or Disposal Activities.” SFAS No. 146
addresses financial accounting and reporting for costs associated with exit or disposal activities and supersedes EITF 94-3, "Liability
Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity (including Certain Costs Incurred in a
Restructuring ). The principal difference between SFAS No. 146 and EITF 94-3 relates to the timing of liability recognition. Under
SFAS No. 146, a liability for a cost associated with an exit or disposal activity is recognized when the hability is incurred. Under
EITF 94-3, a liability for an exit cost was recognized at the date of an entity's commitment to an exit plan. The provisions of SFAS
No. 146 are effective for exit or disposal activities that are initiated after December 31, 2002. We adopted SFAS No. 146 effective
January 1, 2003. The adoption of SFAS No. 146 did not have a material impact on our financial position or results of operations.

In November 2002, the FASB issued Interpretation (FIN)45, “Guarantor's Accounting and Disclosure Requirements for
Guarantees, Including Indirect Guarantees of Indebtedness of Others”. FIN 45 elaborates on the disclosures to be made by a guarantor
in its interim and annual financial statements about its obligations under certain guarantees that it issued. It also clarifies that a
guarantor is required to recognize, at the inception of a guarantee, a liability for the fair value of the obligation undertaken in issuing
the guarantee. The initial recognition and initial measurement provisions of FIN 45 are applicable on a prospective basis to guarantees
issued or modified after December 31, 2002. The disclosure requirements in this interpretation are effective for financial statements
of interim or annual periods ending after December 15, 2002. The adoption of FIN 45 did not have a material impact on our financial
position or results of operations.

In April 2003, the FASB issued SFAS No. 149 "Amendment of Statement 133 on Derivative Instruments and Hedging Activities"
("SFAS 149") was issued. This Statement amends and clarifies financial accounting and reporting for derivative instruments,
including certain derivative instruments embedded in other contracts (collectively referred to as derivatives) and for hedging activities
under SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities”. The accounting and reporting requirements
will be effective for contracts entered into or modified after June 30, 2003 and for hedging relationships designated after June 30,
2003. The adoption of SFAS No. 149 did not have a material impact on our financial position or results of operations.

In May 2003, the FASB issued SFAS No. 150 "Accounting for Certain Financial Instruments with characteristics of both
liabilities and equity” ("SFAS 150"). This Statement establishes standards for how an issuer classifies and measures certain financial
instruments with characteristics of both liabilities and equity. It requires that an issuer classify a financial instrument that is within its
scope as a liability (or an asset in some circumstances). Many of those instruments were previously classified as equity. Some of the
provisions of this Statement are consistent with the current definition of liabilities in FASB Concepts Statement No. 6, Elements of
Financial Statements. The remaining provisions of this Statement are consistent with the FASB propesal to revise that definition to
encompass certain obligations that a reporting entity can or must settle by issuing its own equity shares, depending on the nature of the
relationship established between the holder and the issuer. While the FASB still plans to revise that definition through an amendment
to Concepts Statement 6, the FASB decided to defer issuing that amendment until it has concluded its deliberations on the next phase
of this project. That next phase will deal with certain compound financial instruments including puttable shares, convertible bonds,
and dual-indexed financial instruments. SFAS 150 is effective for certain financial instruments entered into or modified after May 31,
2003 and otherwise is effective at the beginning of the first interim period beginning after June 15, 2003. The adoption of SFAS No.
150 is not expected to have a material impact on our financial position or results of operations.

In January 2003, the FASB issued FASB Interpretation 46 (FIN 46), "Consolidation of Variable Interest Entities". FIN 46, as
superseded by FIN46R, discussed below, clarifies the application of Accounting Research Bulletin 51, Consolidated Financial
Statements, for certain entities that do not have sufficient equity at risk for the entity to finance its activities without additional
subordinated financial support from other parties or in which equity investors do not have the characteristics of a controlling financial
interest ("variable interest entities"). Variable interest entities within the scope of FIN 46 will be required to be consolidated by their
primary beneficiary. The primary beneficiary of a variable interest entity is determined to be the party that absorbs a majority of the
entity's expected losses, receives a majority of its expected returns, or both. FIN 46 applies immediately to variable interest entities
created after January 31, 2003. For variable interest created or acquired prior to February 1, 2003, the provisions of FIN 46 must be
applied for the first interim or annual period beginning after December 15, 2003. We are currently assessing the 1mpact of adopting
FIN 46. The effective date of the provisions of FIN 46 was subsequently deferred by FIN46R, as discussed below.

In December 2003, the FASB issued a revision to Interpretation No.46 “Consolidation of Variable Interest Entities, an
interpretation of ARB No. 517 (“FIN46R” or the “Interpretation”). FIN46R clarifies the application of ARB No. 51 “Consolidated
Financial Statements” to certain entities in which equity investors do not have the characteristics of a controlling financial interest or
do not have sufficient equity at risk for the entity to finance its activities without additional subordinated financial support. FIN46R
requires the consolidation of these entities, known as variable interest entities, by the primary beneficiary of the entity. The primary
beneficiary is the entity, if any, that will absorb a majority of the entity’s expected losses or receive a majority of the entity’s expected
residual returns, or both.
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Among other changes, FIN46R (a) clarified some requirements of the original FIN46 which had been issued in January 2003,
(b) eased some implementation problems and (c) added new exceptions. FIN46R deferred the effective date of the Interpretation for
public companies to the end of the first reporting period after March 15, 2004 except that all public companies must, at a minimum,
apply the provisions of the Interpretation to all entities that were previously considered “special purpose entities” under the FASB
literature prior to the issuance of FIN46R by the end of the first reporting period ending after December 15, 2003. We do not
anticipate that the adoption of FIN46 will have a material impact on our financial position, cash flows or results of operations

EITF Issue 00-21, “Revenue Arrangements with Multiple Deliverables,” addresses the accounting, by a vendor such as us, for
contractual arrangements in which multiple revenue-generating activities will be performed by the vendor. In some situations, the
different revenue-generating activities (deliverables) are sufficiently separable and there exists sufficient evidence of fair values to
account separately for the different deliverables (that is, there are separate units of accounting). In other situations, some or all of the
different deliverables are closely interrelated or there is not sufficient evidence of relative fair value to account separately for the
different deliverables. EITF Issue 00-21 addresses when and, if so, how an arrangement involving multiple deliverables should be
divided into separate units of accounting. We adopted EITF Issue 00-21 for transactions entered into after June 30, 2003. The impact
of adopting EITF Issue 00-21 was not material to our financial statements. We anticipate that, in the near-term, services and
deliverables to be provided under new business process management contracts will generally be similar in nature to services and
deliverables provided in connection with our existing contracts. Our market and service offering is relatively new, and certain of our
services have not been sold on a stand alone basis either by us or our competitors. Therefore, we believe that there is not, and in the
near-term will not be, sufficient evidence of fair value for certain elements of our contracts. We anticipate accounting for future
rultiple-element contracts that share these characteristics as a single unit and in the same manner as we account for our existing
multiple-element contracts as long as there continues to be a lack of fair value for certain elements of our contracts and some portion
of these elements remain undelivered until the completion of a contract.

On December 17, 2003, the Staff of the SEC issued Staff Accounting Bulletin No. 104 (SAB 104), Revenue Recognition, which
supersedes SAB 101, Revenue Recognition in Financial Statements. SAB 104's primary purpose is to rescind accounting guidance
contained in SAB 101 related to muitiple element revenue arrangements, superseded as a result of the issuance of EITF 00-21,
"Accounting for Revenue Arrangements with Multiple Deliverables." Additionally, SAB 104 rescinds the SEC's Revenue Recognition
in Financial Statements Frequently Asked Questions and Answers (the FAQ) issued with SAB 101 that had been codified in SEC
Topic 13, Revenue Recognition. Selected portions of the FAQ have been incorporated into SAB 104. While the wording of SAB 104
has changed to reflect the issuance of EITF 00-21, the revenue recognition principles of SAB 101 remain largely unchanged by the
issuance of SAB 104. We do not anticipate that the adoption of SAB 104 will materially affect our revenue recognition policies, nor
our results of operations, financial position or cash flows.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.
Off-Balance Sheet Arrangements

We did not issue or invest in financial investments or other derivatives for trading or speculative purposes during the year ended
December 31, 2003. As of December 31, 2003, we did not have any off-balance sheet arrangements, as defined by Item 303(a)(4) of
Regulation S-K promulgated by the Securities and Exchange Commission.

Interest Rate Sensitivity

At December 31, 2003, our investment portfolio consisted primarily of fixed income securities totaling $60.8 million. The
carrying amount of these securities approximates fair market value. These securities are subject to interest rate risk and will decline in
value if market rates increase. If market rates were to increase immediately and uniformly by 10% from levels as of December 31,
2003, the decline in the fair value of the portfolio would not be material to our financial position or results of operations.

Foreign Currency Exchange Rate Risk

We are exposed to changes in foreign currency exchange rates primarily in relation to the operating results of our foreign
operations. Actual changes in foreign exchange rates could adversely affect our operating results or financial condition. The potential
mmpact depends upon the magnitude of the rate of change. We do not expect our exposure to changes in foreign currency exchange
rates for our cash, accounts receivable and accounts payable to be material as substantially all of our cash, accounts receivable and
accounts payable are denominated in U.S. dollars.

Item8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.

The Company’s consolidated financial statements identified in the Index to Consolidated Financial Statements appearing under
“Item 15. Exhibits, Financial Statement Schedules, and Reports on Form-8K” of this report are incorporated herein by reference.
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Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL
DISCLOSURE.

The Company filed a Current Report on Form 8-K dated May 24, 2002, to report a change in the Company's certifying accountant
from Arthur Andersen LLP to KPMG LLP.

‘Item 9A. CONTROLS AND PROCEDURES.

Evaluation of disclosure controls and procedures. As of the end of the period covered by this report, the Company carried out an
evaluation, under the supervision and with the participation of the Company’s management, including the Company’s Chief Executive
Officer and Chief Financial Officer, of the effectiveness of the Company’s disclosure controls and procedures (as defined in Rule 13a-
15(e) of the Securities Exchange Act of 1934). Based upon that evaluation, the Chief Executive Officer and Chief Financial Officer
have concluded that they are unaware of any reason to believe that the Company’s disclosure controls and procedures are not effective
in timely alerting them to material information relating to the Company (and its consolidated subsidiaries) that is required to be
included in the Company’s periodic filings with the Commission.

Changes in internal controls. There was no significant change in the Company’s internal controls over financial reporting that
occurred during our most recent fiscal quarter that materially affected, or is reasonably likely to materially affect, our internal controls
over financial reporting.
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PART III

Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT.

Except for certain information concerning the Company's executive officers which is included under the caption "Executive
Officers and Certain Key Employees of the Registrant" following Part I, Item 4 of this report, the information required under this Item
is included in the Company's Proxy Statement for its 2004 Annual Meeting of Stockholders under the captions "ltem I — Election of
Directors," and “Section 16(a) Beneficial Ownership Reporting Compliance” which will be filed with the Securities and Exchange
Commission no later than April 29, 2004, and is incorporated herein by reference.

The Company has adopted and posted on its website at www.exult.com a Financial Officer Code of Ethics (the “Code of Ethics”)
that applies to the Company’s Chief Executive Officer, President and all employees in its Finance Department. If any amendments are
made to the Code of Ethics or if any waiver, including any implicit waiver, from a provision of the Code of Ethics is granted to the
Company’s Chief Executive Officer, President, or an employee in its Finance Department, the Company will dlSClOSC the nature of
such amendment or waiver on its website.

Item11. EXECUTIVE COMPENSATION.

The information required under this Item is included in the Company's Proxy Statement for its 2004 Annual Meeting of
Stockholders under the caption "Executive Compensation”, which will be filed with the Securities and Exchange Commission no later
than April 29, 2004, and is incorporated herein by reference.

Item12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS.

The information required under this Item, with the exception of the equity compensation plan information presented below, is
included in the Company's Proxy Statement for its 2004 Annual Meeting of Stockholders under the caption "Security Ownership of
Certain Beneficial Owners and Management” which will be filed with the Securities and Exchange Commission no later than April
29, 2004, and is incorporated herein by reference. .

Securities Authorized for Issuance Under Equity Compensation Plans. The following table summarizes, as of December 31,
2003, information about compensation plans under which equity securities of the Company are authorized for issuance:

Number of Securities
Remaining Available for

Number of Securities to Be Weighted-Average Exercise Future Issuance under
. Issued upon Exercise of Price of Qutstanding Equity Compensation Plans
Outstanding Options, Options, Warrants and (Excluding Securities
Warrants and Rights Rights Reflected in Column (a))
Plan Category (a) (b) (c)
Equity compensation plans 25,800,348 $6.86 1,911,518(1)
approved by security
holders
Individual equity compensation N/A N/A N/A
arrangements (aggregated)
Total 25,800,348 $6.86 1,911,518

(1) The Exult, Inc. 2000 Equity Incentive Plan authorizes the issuance of shares of Common Stock as well as options. As of
December 31, 2003, there were, in the aggregate, 1,911,518 shares remaining available for issuance (excluding securities to be issued
upon exercise of outstanding awards) pursuant to the 2000 Plan. The share reserve under the 2000 Plan automatically increases on the
first trading day in January of each year, beginning with calendar year 2001, by an amount equal to 5 percent of the total number of
shares of Company Common Stock outstanding on the last trading day in December of the immediately prior year, but in no event will
any such annual increase exceed 6,000,000 shares. In accordance with this provision, the share reserve increased by 5,424,943 shares
in January 2004. Shares subject to awards under the 2000 Plan that expire or are otherwise cancelled or terminated are again available
for future grant.

The Company does not have any equity compensation plans that were not previously approved by stockholders.
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Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS.
The information required under this Item is included in the Company's Proxy Statement for its 2004 Annual Meeting of

Stockholders under the caption "Certain Relationships and Related Transactions” which will be filed with the Securities and Exchange
Commission no later than April 29, 2004, and is incorporated herein by reference.

Item 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES
The information required under this Item is included in the Company's Proxy Statement for its 2004 Annual Meeting of

Stockholders under the caption "Fees Paid to Independent Auditors” which will be filed with the Securities and Exchange Commission
no later than April 29, 2004, and is incorporated herein by reference.
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PART IV

Item 15. EXHIBITS, CONSOLIDATED FINANCIAL STATEMENT SCHEDULES, AND REPORTS ON

(a)

(b

(c)

FORM 8-K.
The following documents are filed as part of this report:
1. Index to consolidated financial statements
Page
Independent AUItOrs” REPOTES......viciiiriiie ettt sttt e e se et b bt e se et e sees F-2
Consolidated Balance SHEEts.........c.oeeceriiiireiie et et sttt bbb sa e s F-4
Consolidated Statements of Operations............. e eeeeReeaseereesteentearerbersaeaeeesae et teraee s e e e st eanteteente e taeeneenneas F-5
Consolidated Statement of Comprehensive Income (LOSS) ....ccovviveirerieireneieeneeiieenese e e F-5
Consolidated Statements of Stockholders' EQUITY .......ccociviiiieieieeeieeeereeee ettt e e et F-6
Consolidated Statements 0f Cash FIOWS......cccooioiiiiiiii st s F-7
Notes to Consolidated Financial StateImMents ...........cecvvivrieerineeieeetes et aretesse s eaese et seeaneseeneesseseeeean F-9
2. Financial statement schedules
Page
Independent Auditors’ Reports on Supplemental Schedule.........ocooovviieieiiirrcenececicneeeee See Exhibit 99.1
Supplemental Schedule — Schedule II — Valuation and Qualifying Accounts ................... See Exhibit 99.2
3. Exhibits

See Item (c) below.

Reports on Form 8-K.

On October 23, 2003, the Registrant filed a Current Report on Form 8-K with the Securities and Exchange Commission, Current
Report, furnishing a copy of the Registrant’s press release announcing its earnings for the quarter ended September 30, 2003.

Exhibits.

210 Asset Purchase Agreement by and among Exult, Inc., Gunn Partners, Inc., the shareholders of Gunn Partners,
Inc. and Michael Gibson dated as of November 22, 1999

220 Asset Purchase Agreement dated as of December 20, 1999 among Pactiv Corporation, Pactiv Business Services,
Inc. and Exult, Inc.

2340 Sale and Purchase Agreement, among Exult, Inc, PwC BPO BV, PwC BPO (UK) Limited,
PricewaterhouseCoopers  (Resources), P.W. & Co., PricewaterhouseCoopers LLP  (UK),
PricewaterhouseCoopers LLP (US), PricewaterhouseCoopers Accountants NV, and PricewaterhouseCoopers
Belastingadviseurs NV dated as of June 9, 2003

310 Fourth Amended and Restated Certificate of Incorporation of Exult, Inc.

3.2 Amended and Restated Bylaws of Exult, Inc.

410 See Exhibits 3.1 and 3.2 for provisions of the Exult, Inc.'s Certificate of Incorporation and Bylaws defining the
rights of holders of Exult, Inc.'s Common Stock

420 Specimen Common Stock certificate

430 Amended and Restated Registration Rights Agreement among Exult, Inc. and the Stockholders identified
therein dated December 23, 1999

4.4 Amendment No. 1 to Amended and Restated Registration Rights Agreement among Exult and the Stockholders
identified therein dated February 10, 2000

4,509 Indenture, dated as of September 30, 2003, by and between Exult, Inc. and Bank One Trust Company, N.A., as
Trustee (including Form of 2.50% Convertible Senior Notes due October 1, 2010)

4.6 Registration Rights Agreement, dated as of September 30, 2003, between Exult, Inc. and Goldman, Sachs &
Co., Banc of America Securities LLC, and Morgan Stanley & Co. Incorporated, as Initial Purchasers

10.1.1¢" Registrant's 1999 Stock Option/Stock Issuance Plan

10.1.27° Form of Notice of Grant of Stock Option

10.1.30° Form of Stock Option Agreement

10.1.4Y Form of Addendum to Stock Option Agreement

10.1.5%" Form of Stock Purchase Agreement
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10.1.6"
10.1.7V°
10.1.8"
10.2.1%"
10.2.20°
10.2.3M°
10.2.44
10.2.50°
10.2.6°
10.2.7"
10.2.8"
10.30°

10.40°

10.5.1"
10.5.2
10.6.1
10.6.2
10.70+
10.80%
10.9%¢
10.10V
10.11"
10.12V"
10.13%+
10.14%*
10.159%
10.16¥
10.17®

10.18®
10.19.19%

10.19.2%4

10.19.3%4
10.19.49%
10.19.5%4
10.19.64
10.19.799++
10.19.809+
10.19.912

10.19.10%24

Form of Addendum to Stock Purchase Agreement

Form of Stock Issuance Agreement

Form of Addendum to Stock Issuance Agreement

Registrant's 1999 Special Executive Stock Option/Stock Issuance Plan

Form of Notice of Grant of Stock Option

Form of Stock Option Agreement

Form of Addendum to Stock Option Agreement

Form of Stock Purchase Agreement

Form of Addendum to Stock Purchase Agreement

Form of Stock Issuance Agreement

Form of Addendum to Stock Issuance Agreement

Form of Directors' and Officers’ Indemnification Agreement

Founder Stock Purchase Agreement by and among BPO-US, Inc., James Madden and General Atlantic Partners,
LLC dated April 1, 1999 '
Amended and Restated Registration Rights Agreement among Exult, Inc. and the Stockholders identified
therein dated December 23, 1999

Amendment No. 1 to Amended and Restated Registration Rights Agreement among Exult and the Stockholders
identified therein dated February 10, 2000

lease Agreement Venture Technology Center VI Building, The Woodlands, Montgomery County, Texas
between The Woodlands Corporation and Tenneco Business Services, Inc. dated August 15, 1995

Assignment and Assumption of Lease between Pactiv Business Services, Inc. (formerly known as Tenneco
Business services, Inc.) and Exult, Inc. dated January 1, 2000

Framework Agreement dated December 7, 1999 by and between the Company and BP Amoco, p.l.c.

US Country Agreement dated December 7, 1999 by and between the Company and BP America, Inc.

UK Country Agreement dated December 7, 1999 by and between Exult Limited and BP International Limited
Lease among Scottish Mutual Assurance p.l.c. and Exult Limited and Exult, Inc.

Registrant’s 2000 Equity Incentive Plan

Loan Agreement dated May 30, 2000 by and between Exult, Inc. and Kevin Campbell

Master Services Agreement by and between Exult, Inc. and Unisys Corporation dated August 28, 2000
Employment Agreement, Severance Agreement, and Stock Option Addendum for James C. Madden, V
Employment Agreement, Severance Agreement, and Stock Option Addendum for Stephen M. Unterberger
Office Lease between Temple Property Holdings Limited and Exult Limited dated June 13, 2000

Unit Purchase Agreement between Exult, Inc. and Bank of America Corporation dated October 12, 2000
Common Stock Warrant Issued to Bank of America October 12, 2000

Master Services Agreement between Exult, Inc. and Bank of America Corporation dated November 21, 2000

Amendment No. 1 to Master Services Agreement between Exult, Inc. and Bank of America Corporation dated
as of March 15, 2001

Addendum 2 to Master Services Agreement between Exult, Inc. and Bank of America Corporation dated as of
September 10, 2001

Addendum 3 to Master Services Agreement between Exult, Inc. and Bank of America Corporation dated May
23,2002 '

Addendum 4 to Master Services Agreement between Exult, Inc. and Bank of America Corporation dated June
21, 2002

Addendum 5 to Master Services Agreement between Exult, Inc. and Bank of America Corporation dated July 1,
2002

Addendum 6 to Master Services Agreement between Exult, Inc. and Bank of America Corporation dated
November 22, 2002

Amendment 2 to Master Services Agreement between Exult, Inc. and Bank of America Corporation dated
December 20, 2002

Amendment 3 to Master Services Agreement between Exult, Inc. and Bank of America Corporation dated as of
April 14, 2003

Addendum 3 A to Master Services Agreement between Exult, Inc. and Bank of America Corporation dated as of
June 2, 2003

10.19.1 I(IZ)T tAddendum 7 to Master Services Agreement between Exult, Inc. and Bank of America Corporation dated as of

10.19.127%

10.20%%
10.219%

April 25, 2003

Addendum 8 to Master Services Agreement between Exult, Inc. and Bank of America Corporation dated as of
October 6, 2003

Office Space Lease between Bank of America, National Association and Exult, Inc. dated November 21, 2000

Common Stock Purchase Agreement by and between Exult, Inc. and Automatic Data Processing, Inc. dated as
of June 11, 2001
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10.2209%+
102394

10249+

10.259%
10.26"
10.27.19*
10.27.20%
10.27.3*
10.28®7

10.28.1%%+
10.28.20%¢
10.28.31t
10.28.41+
10.28.5tt
10.29.140%*

10.29.2019%
10.29.319x
10.29.4(10%

10.29.509%
10.30.1*

10.30.2*

10.31.119%
10.31.202%
10.31.399%
10.31.402%
10.31.542%
10.31.6"*

10.32.1+1
10.32.2(2

10.32.3"++
1033

21.1
23.1
311

31.2
32
99.1

99.2
99.3™"

Human Resources Services Agreement between Exult, Inc. and International Paper Company dated as of
October 18, 2001

Systems Services Agreement between Exult, Inc. and International Paper Company dated as of October 18,
2001

Technical Services Agreement between Exult, Inc. and International Paper Company dated as of October 18,
2001

Sublease between Exult, Inc. and International Paper Company dated as of January 1, 2002

Registrant's 2000 Employee Stock Purchase Plan, amended and restated as of January 1, 2002

Offer Letter for Richard Jones

Loan Agreement dated September 1, 2000 by and between Exult, Inc. and Richard Jones

Bonus Letter dated September 1, 2000 by and between Exult, Inc. and Richard Jones

Services Agreement between Exult, Inc. and The Prudential Insurance Company of America dated as of
January 11, 2002

Amendment No. 2 to Services Agreement between Exult and Prudential dated as of January 11, 2002
Amendment No. 4 to Services Agreement between Exult and Prudential dated as of January 11, 2002
Amendment No. 5 to Services Agreement between Exult and Prudential dated as of January 11, 2002

First Amendment to Services Agreement between Exult and Prudential dated as of January 11, 2002
Amendment No. 6 to Services Agreement between Exult and Prudential dated as of January 11, 2002

Amended and Restated Employment Agreement dated December 23, 2002 by and between Exult, Inc. and
Kevin M. Campbell

Amended and Restated Severance Agreement dated December 23, 2002 by and between Exult, Inc. and Kevin
M. Campbell

Amended and Restated Stock Option Addendum dated December 23, 2002 by and between Exult, Inc. and
Kevin M. Campbell

Employment Restructuring Agreement dated December 23, 2002 by and between Exult, Inc. and Kevin M.
Campbell

Restricted Stock Agreement dated December 23, 2002 by and between Exult, Inc. and Kevin M. Campbell
Executive Employment Agreement dated as of June 27, 2000, between Exult, Inc. and Michael J. Salvino

Stock Option Addendum dated as of August 25, 2003, between Exult, Inc. and Michael J. Salvino

Employment Agreement dated as of June 2, 2003, between Exult, Inc. and John A. Adams

Severance Agreement dated as of June 2, 2003, between Exult, Inc. and John A. Adams

Stock Option Addendum dated as of June 2, 2003, between Exult, Inc. and John A. Adams

Indemnification Agreement dated as of June 2, 2003, between Exult, Inc. and John A. Adams

Restricted Stock Agreement dated as of June 2, 2003, between Exult, Inc. and John A. Adams

Amendment No. 1 to Employment Agreement dated as of September 8, 2003, by and between John A. Adams
and Exult, Inc.

Amendment #1 to, and Restatement of, Master Services Agreement, Service Agreement Number 1, and Service
Agreement Number 2, between Exult Canada, Inc. and Bank of Montreal, dated as of April 23, 2003

Common Stock Warrant issued to Bank of Montreal on April 23, 2003

Guaranty dated as of April 23, 2003 between Exult, Inc. and Bank of Montreal

Purchase Agreement dated September 24, 2003, between Exult, Inc. and Goldman, Sachs & Co., Banc of
America Securities LLC, and Morgan Stanley & Co. Incorporated, as Initial Purchasers, related to issuance of
Exult Inc.’s 2.5% Convertible Senior Notes due October 1, 2010

Subsidiaries of Exult, Inc.

Consents of Independent Public Accountants

Written statement of the Chief Executive Officer of Exult, Inc. pursuant to section 302 of the Sarbanes-Oxley
Act 0of 2002 '

Wiritten statement of the Chief Financial Officer of Exult, Inc. pursuant to section 302 of the Sarbanes-Oxley
Act 0of 2002

Written statement of the Chief Executive Officer and Chief Financial Officer of Exult, Inc. pursuant to section
906 of the Sarbanes-Oxley Act of 2002

Reports of Independent Public Accountants on Supplemental Schedule

Supplemental Schedule - Schedule II - Valuation and Qualifying Accounts

Letter to SEC Pursuant to Temporary Note 3T

(1) Previously filed with the Registrant's Registration Statement on Form S-1, Registration Number 333-31754, and incorporated
herein by reference.
(2) Previously filed with the Registrant's quarterly report on Form 10-Q for the quarter ended September 30, 2000 and incorporated

herein by reference.
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(3) Previously filed with the Registrant’s annual report on Form 10-K for the year ended December 31, 2000 and incorporated herein
by reference.

(4) Previously filed with the Registrant’s quarterly report on Form 10-Q for the quarter ended June 30, 2001 and incorporated herein
by reference.

(5) Previously filed with the Registrant's quarterly report on Form 10-Q for the quarter ended September 30, 2001 and incorporated
herein by reference.

(6) Previously filed with the Registrant’s current report on Form 8-K dated October 18, 2001 and incorporated herein by reference.

(7) Previously filed with the Registrant’s annual report on Form 10-K for the year ended December 31, 2001 and incorporated herein
by reference.

(8) Previously filed with the Registrant’s quarterly report on Form 10-Q for the quarter ended March 31, 2002 and incorporated herein
by reference.

(9) Previously filed with the Registrant’s quarterly report on Form 10-Q for the quarter ended September 30, 2002 and incorporated
herein by reference.

(10) Previously filed with the Registrant’s annual report on Form 10-K for the year ended December 31, 2002 and incorporated herein
by reference.

(11)Previously filed with the Registrant’s current report on Form 8-K dated June 24, 2003 and incorporated herein by reference.

(12)Previously filed with the Registrant’s quarterly report on Form 10-Q for the quarter ended June 30, 2003 and incorporated herein
by reference.

(13)Previously filed with the Registrant’s quarterly report on Form 10-Q for the quarter ended September 30, 2003 and incorporated
herein by reference.

(14)Filed as Exhibit U to Exhibit 10.32.1 to this Annual Report on Form 10-K.

1 Confidential treatment has been granted with respect to certain portions of this agreement. Such portions have been omitted from
this filing and have been filed separately with the Securities and Exchange Commission.

t1 Confidential treatment is being sought with respect to certain portions of this agreement. Such portions have been omitted from
this filing and have been filed separately with the Securities and Exchange Commission.

*  This exhibit is a management contract or a compensatory plan or arrangement.

(d) See item (a)(2) above.
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this
report to be signed on its behalf by the undersigned, thereunto duly authorized.

EXULT, INC.
(Registrant)

Date: March 2, 2004 By:__ /s/ JAMES C. MADDEN, V
James C. Madden, V
Chief Executive Officer and Chairman of the Board

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons
on behalf of the registrant and in the capacities and on the dates indicated.

Signature Title Date
/s/ JAMES C. MADDEN. V Chief Executive Officer and March 2, 2004
James C. Madden, V Chairman of the Board
(principal executive officer)
/s/ JOHN A. ADAMS Chief Financial Officer March 2, 2004
John A. Adams (principal financial and accounting officer)
/s/ J. MICHAEL CLINE Director March 2, 2004

J. Michael Cline

/s/ STEVEN A. DENNING Director March 2, 2004
Steven A. Denning

/s/ MARK F. DZIALGA Director March 2, 2004
Mark F. Dzialga

/s/f MICHAEL A. MILES Director March 2, 2004
Michael A. Miles

/s THOMAS J. NEFF Director March 2, 2004

Thomas J. Neff
/s/ JOHN R. OLTMAN Director March 2, 2004
John R. Oltman

Director

A. Michael Spence

/s/ MARY ALICE TAYLOR Director March 2, 2004
Mary Alice Taylor
/s/ KARL M. VON DER HEYDEN Director March 2, 2004

Karl M. von der Heyden
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INDEPENDENT AUDITORS’ REPORTS

To the Board of Directors and Stockholders
Exult, Inc.:

We have audited the accompanying consolidated balance sheets of Exult, Inc. and subsidiaries as of December 31, 2002
and 2003, and the related consolidated statements of operations, comprehensive income (loss), stockholders' equity and cash
flows for the years then ended. These consolidated financial statements are the responsibility of the Company's management.
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. The consolidated
financial statements of Exult, Inc. and subsidiaries for the year ended December 31, 2001 were audited by other auditors who
have ceased operations. Those auditors expressed an unqualified opinion on those consolidated financial statements in their
report dated January 23, 2002.

We conducted our audit in accordance with auditing standards generally accepted in the United States of America. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements
are free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the 2002 and 2003 consolidated financial statements referred to above present fairly, in all material
respects, the financial position of Exult, Inc. and subsidiaries as of December 31, 2002 and 2003, and the results of their
operations and their cash flows for the years then ended, in conformity with accounting principles generally accepted in the .
United States of America.

As discussed above, the consolidated financial statements of Exult, Inc. and subsidiaries as December 31, 2001 and for
the year then ended were audited by other auditors who have ceased operations. As described in Note 3, the 2001
consolidated financial statements have been restated. We audited the adjustments described in Note 3 that were applied to
restate the 2001 consolidated financial statements, as well as certain additional disclosures in the 2001 consolidated financial
statements, as described in Note 3 and Note 6. In our opinion, such adjustments and disclosures are appropriate and have
been properly applied. However, we were not engaged to audit, review, or apply any procedures to the 2001 consolidated
financial statements of Exult, Inc. and subsidiaries other than with respect to such adjustments and disclosures and,
accordingly, we do not express an opinion or any other form of assurance on the 2001 consolidated financial statements taken
as a whole.

/s KPMG LLP
Orange County, California
January 29, 2004
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The following audit report of Arthur Andersen LLP is a copy of the original report dated January 23, 2002 rendered by
Arthur Andersen LLP on our consolidated financial statements included in our Annual Report on Form 10-K for the year
ended December 31, 2001, and has not been reissued by Arthur Andersen LLP since that date. We are including this copy of
the Arthur Andersen LLP audit report pursuant to Rule 2-02(e) of Regulation S-X under the Securities Act of 1933. The
Arthur Andersen LLP audit report refers to consolidated balance sheets of Exult, Inc. and subsidiaries as of December 31,
2000 and 2001, and consolidated statements of operations, stockholders’ equity and cash flows for each of the years ended
December 31, 1999 and 2000; pursuant to the rules of the Securities and Exchange Commission, those financial statements
were included in our Annual Report on Form 10-K for the year ended December 31, 2001, but are not included in this report.

To the stockholders of Exult, Inc.

We have audited the accompanying consolidated balance sheet of Exult, Inc. (a Delaware corporation) and subsidiaries as
of December 31, 2000 and 2001, and the related consolidated statements of operations, stockholders' equity and cash flows
for the years ended December 31, 1999, 2000 and 2001. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States. Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a
reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated financial
position of Exult, Inc. and subsidiaries as of December 31, 2000 and 2001, and the results of their operations and their cash
flows for the years ended December 31, 1999, 2000 and 2001 in conformity with accounting principles generally accepted in
the United States.

/s/ Arthur Andersen LLP
ARTHUR ANDERSEN LLP
Orange County, California
January 23, 2002
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EXULT, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
{amounts in thousands except per share amounts)

December 31,

2002 2003
ASSETS

Current Assets:
Cash and cash equIvalents..........ccoccceiieeirrireriineie e eaene $ 42,846 § 135,026
Short-term INVESIMENES ......ooveeieiieriesieece e riee e evs s 84,451 60,781
Accounts receivable, Net ......c.ccooeeviiieiiiiee e 28,587 58,720
Prepaid expenses and other current assets 27,105 26,973
Assets held for sale. .o e — 100
Total CUITEnt ASSELS....cuvivvvivieeeeie e ecetee e es e saeen e e 182,989 281,600
Fixed Assets and Direct Contract Costs, D€t .....cc.covvevververeinreenens 54,105 69,010
Intangible ASSELS, TIEL c..ecevieiieriicirercicere e creecr e e 37,564 60,213
Oher ASSEES, DB -.coeivievieeereee e eeeeee oo eeeeveeeee s e e eoeeeerseneenees 19,738 19.401
TOtAl ASSELS ....oeieveeiiriie et s et e et e e eaeseae e $§ 204396 § 430,224

LIABILITIES AND STOCKHOLDERS’ EQUITY

Current Liabilities:

Accounts Payable ........ccooiiiiiiiicree e e $ 17,683 § 24,331
Accrued liabilities and other ........cccoecvvieveieieiinece e 31,759 32,154
Current portion of long-term liabilities .......c.ccccovvevireeeeiieieennnn, 2,862 2,444
Total Current LiabilitieS .......ccocerrvvirrereecireeisee e 52.304 58.929
Convertible Senior NOES .....c.ovviieiiirieeee ettt e rerererereereseeeereeeeens — 106,713
Other Long-Term Obligations, net of current portion................... 12,794 12,168
Long-Term Liabilities, net of current portion ..........ceveeerereveerecreen 12,794 118.881

Commitments and Contingencies (Note 12)

Stockholders' Equity:
Preferred stock, $0.0001 par value;
Authorized — 15,000 shares;
Issued and outstanding — none at
December 31, 2002 and 2003, respectively........ccceecerurnreaecnneee — —_
Common stock, $0.0001 par value;
Authorized — 500,000 shares;
Issued and outstanding — 106,202 and 108,711

at December 31, 2002 and 2003, respectively.......cocoveeerenene 11 11
Additional paid-in capital...........cccoevirernerninceec e 424,505 430,583
Deferred cOmpPensation ............cocevveirverieneresieniesceene e seerenne (1,928) (1,789)
Accumulated other comprehensive income

Cumulative translation adjustments ..........cc.ocvecueeeeecvrereeereeeenns 1,285 4,018
Unrealized gain on investments ..........ccoovvreeeerieeeneresenrereereene 891 99
Accumulated deficit ........cocoovirviniiiee e (195.466) (180.508)
Total Stockholders' EQUILY ........ccoeevveeeieiieiere e 229,298 252,414
Total Liabilities and Stockholders' EQUity ......cooccovvervrnees § 204396 §__ 430,224

See accompanying notes to consolidated financial statements.




EXULT, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS
(amounts in thousands except per share amounts)

Year Ended December 31,
2001 2002 2003
REVENUE ..ottt e $ 257,052 § 405,842 §$ 480,322
Cost Of REVENUE .....oovvviiiieiiiee e, 289.400 391.017 432,590
Gr0ss Profit (LOSS) .ooveveeevineiiiirccne e (32,348) 14,825 47,732
Selling, General and Administrative Expense .............. 46,435 28,610 29.249
Income (Loss) from Operations............cccevveierrvenenenns (78,783) (13,785) 18,483
Investment and Interest Income, net.........ccocveeveevneenne. 3,794 2,213 1,077
Income (Loss) from Continuing Operations before
Provision for Income Taxes .......c.cccvvvvvvviceceeririenene (74,989) (11,572) 19,560
Provision for Income Taxes.....cccoovveevievivienreeecrineen — — —
Income (Loss) from Continuing Operations (74,989) (11,572) 19,560
Income (Loss) from Discontinued Operations, net of
Provision for Income Taxes 338 973 (4,602)
Net Income (LOSS) .ocveeveeeeeaveeiiiereieeieecereeeereseeeeessens $ (74,651} § (10,599) $§ 14,958
Net Income (Loss) per Common Share - Basic
Income (Loss) from Continuing Operations................ 3 (0.78) $ (011 $§ 0.18
Income (Loss) from Discontinued Operations............ 3 001 § 001 % (0.04)
Net Income (L0SS) «.oeveeeeneneviriieeie s eene e b 077) 3 (0.10) % 0.14
Net Income (Loss) per Common Share - Diluted
Income (Loss) from Continuing Operations............... 3 (0.78) $ 011 § 0.17
Income (Loss) from Discontinued Operations............ 3 001 § 001 3 (0.04)
Net Income (LosS) woevveeeeererniiirienneceeeecere e 3 (077 § 0.10) §$ 013
Weighted Average Number of
Common Shares Outstanding:
BasiC oot 96,622 105,199 106,870
DIluted ..o, 96,622 105,199 115,460
EXULT, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME (LOSS)
(amounts in thousands)
Year Ended December 31.
2002 2003
Net Income (LosS) .ovovvvreieerieeeeeie e eeereeeeeseenens $ (10.599) $ 14,958
Other Comprehensive Income (Loss):
Foreign currency translation adjustments................. 1,410 2,733
Unrealized gain (loss) on investments..................... 891 (792)
Total other comprehensive income (loss).............. 2,301 1,941
Net Comprehensive Income (L0$S).......ccccecuvveevennen, b (8,298) $ 16,899

See accompanying notes to consolidated financial statements.
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EXULT, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
{(amounts in thousands)

Year Ended December 31,
2001 2002 2003
CASH FLOWS FROM OPERATING ACTIVITIES:
Net INCOmE (LOSS) ...cviiiiiiiereceiereieeerere et sttt e rssseebe s s erasaas S (74,651) § (10,599) § 14,958
Adjustments to reconcile net income (loss)
to net cash used in operating activities —
Depreciation and amortization ...........ccevrernereeneeeieneeresceneneisie e 15,600 22,229 29,729
Discount accretion on long-term obligations.........ccciveereeevrreveriinenes — — 1,079
Net realized gains, net of purchase
price diSCOUNt AMOTHZATON 1.vcveererveveriieinesrerieseseenbesereseseaseeareseasanas — — 488
Charges for warrants and OptionS..........c.ececevrecrenceennreee e 3,076 — —
Write off 0f @SS€t VAIUES ......ccovviiiieee ittt e 2,165 1,380 3,309
Changes in operating assets and liabilities —
Accounts TeCEIVADIE, NEL.....ccociiiiiecciree e e (1,861) (9,013) (25,911)
Other receivables, prepaid expenses and other current assets .............. (8,512) (3,102) 544
AccountS PAYADIE ......ccocviieiitecriete e s 6,432 7,776 5,235
Accrued liabilities and other 22,717 (14.163) (6.188)
Net operating cash flows from continuing operations...............ccccccc.uu. (35,034) (5,492) 23,243
Net operating cash flows from discontinued operations = — 789
Net cash provided by (used in) operating activities........ccececvevreninne. (35.034) (5.492) 24,032
CASH FLOWS FROM INVESTING ACTIVITIES:
Expenditures for Fixed Asset
Purchases and Direct Contract COstS........covvurmieerirnnciieneserernsieiereennens (20,957) (24,456) (27,927)
Expenditures for Client Contract Related Intangible Assets .................... —_— (13,600) (19,485)
Purchases of Outsourcing Business, net of cash acquired.............c.....e. —_ — (16,623)
Purchases of INVESIMENLS .......ocvvverveieeeerirn et (25,212) (239,259) (86,281)
Proceeds from INVESIMENLS .......ccoeevvirecieiiieieteceeeee et e 5,000 177,156 108,918
Changes in Other Assets (1,140) 712 877
Net investing cash flows from continuing operations (42,309) (99,447) (40,521)
Net investing cash flows from discontinued operations...........covvevvnee —— — 805
Net cash (used in) investing actiVItiEs ........cceoevurrererererrinsiaieiesnennns (42,309) (99.447) (41,326)
CASH FLOWS FROM FINANCING ACTIVITIES:
Proceeds from Issuance of Common Stock........cccovevieiiieieieeeniccc i 126,318 1,131 —
Net Proceeds from Issuance of Convertible Senior Notes.......ccccveeueee..... —_ — 106,567
Proceeds from Exercise of Stock Options .......oveeevveciereeerrciene e 6,028 1,988 3,783
Proceeds from Other Long-Term Obligations...........ccoocceveiciineennnncns — 1,280 —
Payments on Other Long-Term Obligations ........c.ccceevevvveeereneerirerennans (5.349) (1,074) (3.001)
Net cash provided by financing activities......cceveveerierieserenracrervnnnnas 126,997 3,325 107.349
Effect of Exchange Rate Changes on Cash and Cash Equivalents........... (187) 103 2,125
Net Increase (Decrease) in Cash and Cash Equivalents .......c..co..ocvvennenn. 49,467 (101,511) 92,180
Cash and Cash Equivalents, beginning of period..........cccccvvvvrcvniericrennnne. 94.890 144,357 42.846
Cash and Cash Equivalents, end of period............ccooveevvivnencenerniieciienns 3 144357 % 42,846 § 135,026
SUPPLEMENTAL CASH FLOW INFORMATION:
Cash Paid During the Period for:
INEETEST..ouvivviereiieri et ee et e e et st et s r e sae e se e re e seeeaena et essasbesressbens $ 1,464 § 1,056 § 1,974
JNCOIME TAXES..cveuereriieeteiiireteereieseererest et ste st te st e b s sae et sentastesaasnens $ 48 3 373 % 30
SUMMARY OF NON-CASH
INVESTING AND FINANCING ACTIVITIES:
Common Stock, Options and Warrants Issued for Services................... h) 36 § 1,640 § 998
Acquisition of Prepaid Assets through Other Long-Term Obligations..  § — 3 9012 § —
Acquisition of Fixed Assets through Other Long-Term Obligations ..... $ 1,621 § 3,197 § 1,024
Common Stock Warrant Issued for
Client Contract Related Intangible Asset .......coccoveeveviniiieinariinnenees $ — 3 — 8 1,297

See accompanying notes to consolidated financial statements.
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EXULT, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements

1. Description of Business

Exult, Inc. and subsidiaries ("Exult" or the "Company") designs, implements, and manages comprehensive web-enabled human
resources processes in support of the employees of clients, generally under long-term contracts. Exult was incorporated in the state of
Delaware on October 29, 1998 and began marketing its services in 1999,

2. Summary of Significant Accounting Policies
Accounting Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of
America requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosures of contingencies at the date of the financial statements as well as the reported amounts of revenues and expenses during
the reporting periods. Actual results could differ from estimated amounts.

Principles of Consolidation

The consolidated financial statements include the accounts of Exult, Inc. and its wholly-owned subsidiaries. Intercompany
accounts and transactions have been eliminated in consolidation.

Reclassification

Certain prior year and prior quarter balances have been reclassified to conform to current financial statement presentation. These
reclassifications had no impact on previously reported results of operations or shareholders’ equity.

Cash, Cash Equivalents and Short-Term Investments

The Company considers all highly liquid temporary cash investments with an initial maturity of three months or less to be cash
equivalents. The carrying amount of cash equivalents approximates fair value because of the short maturity period of these
mvestments. The Company has evaltuated its investment policies consistent with Statement of Financial Accounting Standards
(“SFAS”) No. 115, “Accounting for Certain Investments in Debt and Equity Securities,” and determined that substantially all of its
investment securities are to be classified as available-for-sale. Available-for-sale securities are carried at fair value, with unrealized
gains and losses reported in stockholders’ equity. The amortized cost of debt securities is adjusted for amortization of premiums and
accretion of discounts to'maturity. Such amortization and accretion is included in investment and interest income, net. Realized gains
and losses, and declines in value judged to be other-than-temporary on available-for-sale securities are included in investment and
interest income, net. The cost of securities sold is based on the specific identification method. Interest and dividends on securities
classified as available-for-sale are included in investment and interest income, net.

Assets Held for Sale to Clients

Assets held for sale to clients are stated at the lower of cost or market. Cost is determined using the first-in, first-out method.
Assets held for sale to clients are included in prepaid expenses and other current assets.

Investments in unconsolidated entities.

The Company accounts for its investments in certain companies where it does not have the ability to influence or control the
entity using the cost method. Under the cost method of accounting, the investments are recorded at cost, generally at a level of
ownership of less than 20%.

Fixed Assets
Fixed assets are stated at cost for purchased assets and at the lesser of the present value of minimum lease payments or fair value

for capital lease assets. Depreciation and amortization is recorded using the straight-line method over the estimated useful life of the
assets. Capital lease assets are depreciated over the shorter of the estimated useful life of the assets or the life of the lease. Significant
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EXULT, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements

additions and improvements to fixed assets are capitalized. When assets are retired or otherwise disposed of, the cost and related
accumulated depreciation are removed and any gain or loss is reﬂected in the results of operations. Maintenance, repairs and minor
renewals are charged directly to expense as incurred.

Capitalized Costs

In accordance with Statement of Position 98-1, “Accounting for the Cost of Computer Software Developed or Obtained for
Internal Use,” the Company expenses all costs associated with the development of internal use software other than those incurred
during the application development stage. Costs related to application development are capitalized and included in Fixed Assets and
Direct Contract Costs. Such assets are amortized over the estimated useful life of the software.

The Company capitalizes certain set-up and other direct installation costs associated with client contracts to the extent that
management determines such costs are recoverable from revenues to be earned under the related contract. Capitalized set-up and
other direct installation costs are included in Fixed Assets and Direct Contract Costs and are amortized over the applicable contract
term.

The Company capitalizes all incremental customer contract direct origination costs and certain non-incremental internal customer
contract direct origination costs, including direct labor, incurred subsequent to contract acquisition to the extent that management
determines that such costs are recoverable. Contract acquisition is generally deemed by the Company’s management to have
occurred, and therefore costs are begun to be capitalized, at the time a definitive letter of intent is executed between the Company and
the customer if the Company believes the execution of a contract is probable. These costs are included in Other Assets and are
amortized over the applicable contract term. In the event a contract is not ultimately executed, or is cancelled, the balance is charged
to operations at that time, to the extent that such amounts exceed amounts recoverable from the customer.

Intangible Assets

Intangible assets consist of the portion of the purchase price of assets in excess of the fair value of identifiable net tangible assets
acquired. Goodwill and intangible assets with indefinite lives are not amortized. Amortization for all other intangible assets is
computed using the straight-line method over the estimated useful lives of the assets. Certain of the intangible assets are being
amortized as a reduction of revenue over the applicable contract term.

Long-Lived Assets

In accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” long-lived assets, such as
property, plant, and equipment, and intangibles subject to amortization, are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. Recoverability of assets to be held and used is
measured by a comparison of the carrying amount of an asset to the estimated undiscounted future cash flows expected to be
generated by the asset. If the carrying amount of an asset exceeds its estimated future cash flows, an impairment charge is recognized
in the amount by which the carrying amount of the asset exceeds the fair value of the asset. Cash flow projections, although subject to
a degree of uncertainty, are based on trends of historical performance and management’s estimate of future performance, giving
consideration to existing and anticipated competitive and economic conditions. Additionally, in conjunction with the review for
impairment, the remaining estimated lives of certain of the Company's long-lived assets are assessed.

Management believes that there were no events or changes in circumstances that would indicate that an asset might not be
recoverable as of December 31, 2003, except as disclosed in Note 14 below related to the discontinued operations of the Company’s
Gunn consulting business.

Derivative Financial Instruments

In accordance with SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities”, as amended by SFAS No.
138, “Accounting for Certain Instruments and Certain Hedging Activities”, as further amended by SFAS No. 149, “Amendment of
Statement 133 on Derivative Instruments and Hedging Activities,” the Company recognizes all derivatives as either assets or liabilities
and measures those instruments at fair market value. Derivatives that are not hedges are adjusted to fair value through earnings. If the
derivative is a hedge, changes in fair value will either be offset against the change in fair value of the hedged assets, liabilities or firm
commitments through eamings, or recognized in other comprehensive income until the hedged item is recognized in earnings.
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EXULT, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements

Revenue Recognition

The Company’s primary source of revenue is fees earned for providing HR business process management services under long-term
contracts. The Company also receives revenue from client projects. The Company bills its clients on a fee-for-service basis for
process management clients and on a per diem basis for certain discrete projects for its process management clients. Fee-for-service
process management coritracts are generally structured so that the Company receives a fee that is no greater than the client's historical
cost of operating the functions assumed by the Company. After the Company has achieved a negotiated minimum cost reduction, in
certain instances the Company may be required to share further savings with its clients in a negotiated gain sharing arrangement. The
amount of savings to be shared with clients is determined on a periodic basis in accordance with the terms of the applicable contracts.

The Company fulfills some of its service delivery obligations through use of third-party vendors, including vendors that had
previously entered into contracts directly with the Company’s clients, which contracts were then assigned, or are in the process of
being assigned, to the Company in connection with the process management services. The Company is contractually responsible for
the delivery and acceptability of these third-party vendor services. The Company includes in revenue all amounts for services that it is
contractually obligated to provide to its clients, whether it provides the services directly using its own personnel or through third-party
vendors. In some instances, the Company pays the charges of the third-party vendors that provide services and bills its clients for the
cost of the service. In other instances, the client pays the third-party vendor directly on the Company’s behalf. In either case, the
Company is primarily responsible for providing the services to its clients.

The Company’s process management service contracts generally have terms of up to ten years, encompass multiple HR
administrative processes, and require the Company to provide high levels of service at reduced costs to the client. These contracts
contain multiple responsibilities for the Company, including both the Company’s assumption of responsibility for transaction
processing and administration, and transformation of the way HR work is performed over time by the client. The transformation work
done by the Company is largely in addition to the work required to initiate and sustain service under the contract, and is ongoing for
the life of the contract. Transformation activities include implementation and integration of new systems and tools, process change
and standardization, consolidation of related activities, globalization of solutions across the client’s business and geographic reach,
rationalization of third-party vendors to produce lower costs and better service and service metrics, establishment of an overall
integrated service delivery modet and the design and implementation of performance measurements, metrics and reports that support
the client’s goals. The process management service contracts also identify specific deliverables associated with the multiple elements
described above, in addition to numerous deliverables that are produced for the benefit of the client in the ordinary course under the
contract that are not specifically identified in the contract. While these dehverables generally can be completed by third parties,
clients choose to obligate the Company to perform this work.

Revenue on the Company’s long-term process management contracts that have reached operational stability is recognized for each
reporting period based on the proportion of contract costs incurred to date to then-current estimates of total contract costs. The effect
of changes to total estimated contract revenue or costs is recognized in the period in which the determination is made that facts and
circumstances dictate a change of estimate. Increases in cost estimates or reductions in revenue estimates may result in projected
negative margins on a contract. In that case, the expected life-of-contract loss would be reflected as a cost in the period in which the
loss determination was made, and the contract would then be accounted for at a zero margin going forward.

Before 2002, it was the Company’s practice to limit the amount of revenue recognized as described above to the amounts that have
been or can be billed as of the end of the reporting period under the terms of the contracts. This limitation was implemented earlier in
the Company’s history to minimize the potential impact of changes in estimates, which were more likely to be significant before the
Company had achieved operational maturity in its business and operational stability in its underlying contracts. Now that the
Company’s business has matured, the Company’s practice is to apply the revenue limitation on a contract-by-contract basis only until
each contract achieves operational stability, and then to adjust the cumulative revenue recognized to date for that contract to fully
reflect the then current estimates of profitability for the contract over its term. The Company has established certain quantifiable
measures to identify the point at which a contract has achieved operational stability. As of December 31, 2002, the Company had
removed the revenue limitation for all of its then existing contracts. Revised estimates of contract margins and the discontinuance of
the revenue limitation resulted in a net increase to revenue of $13.4 million and $24.7 million for the year ended December 31, 2002
and 2003, respectively. As of December 31, 2003, none of the contracts that were entered into during 2003 were deemed to have
achieved operational stability.




EXULT, INC. AND SUBSIDIARIES

Notes to Consolidated Financial Statements

Some of the Company’s services relate to HR processes, such as staffing and learning, for which client spending is discretionary to
a significant degree. These processes are also highly sensitive to changes in client policies and strategies, as well as economic
conditions and developments in the client’s business and outlook. Further, the costs of resources can change quickly depending upon
changing conditions in geographic or industry markets. Accordingly, the financial results of the Company’s provision of these
services are more variable than for other services such as payroll. Because of this variability, the Company does not believe it can
make reasonably dependable estimates in these areas. Thus, revenue and expense for these services are recognized as the services are
provided and are not included in contract estimates.

Emerging Issues Task Force (“EITF”) Issue 00-21, “Revenue Arrangements with Multiple Deliverables,” addresses the
accounting, by a vendor, for contractual arrangements in which multiple revenue-generating activities will be performed by the
vendor. In some situations, the different revenue-generating activities (deliverables) are sufficiently separable and there exists
sufficient evidence of fair values to account separately for the different deliverables (that is, there are separate units of accounting). In
other situations, some or all of the different deliverables are closely interrelated or there is not sufficient evidence of relative fair value
to account separately for the different deliverables. EITF Issue 00-21 addresses when and, if so, how an arrangement involving
multiple deliverables should be divided into separate units of accounting. The Company adopted EITF Issue 00-21 for transactions
entered into after June 30, 2003. The impact of adopting EITF Issue 00-21 was not material to the Company’s consolidated financial
statements. Management anticipates that, in the near-term, services and deliverables to be provided under new business process
management contracts will generally be similar in nature to services and deliverables provided in connection with the Company’s
existing contracts. The Company’s market and service offering is relatively new, and certain of the Company’s services have not been
sold on a stand alone basis either by the Company or its competitors. Therefore, management believes that there is not, and in the
near-term will not be, sufficient evidence of fair value for certain elements of the Company’s contracts. Management anticipates
accounting for future multiple-element contracts that share these characteristics as a single unit and in the same manner as the
Company accounts for its existing multiple-element contracts as long as there continues to be a lack of fair value for certain elements
of our contracts and some portion of these elements remain undelivered until the completion of a contract.

Concentration

During the year ended December 31, 2001, two of the Company’s process management clients accounted for approximately 46
percent and 44 percent of the Company’s revenue. During the year ended December 31, 2002, three of the Company’s process
management clients accounted for approximately 48 percent, 26 percent and 16 percent of the Company’s revenue. During the year
ended December 31, 2003, three of the Company’s process management clients accounted for approximately 48 percent, 18 percent
and 15 percent of the Company’s revenue. No other client accounted for 10 percent or more of the Company’s total revenue during
any of these three years. If any of the Company’s five largest process management clients were to substantially reduce or stop using
the Company's services, future revenues would be seriously impaired and could cause certain assets to not be recoverable. Some of
these contracts are still at early stages. As such, management believes that the Company's ability to secure future clients and revenues
will be largely dependent upon managing and administering these clients’ HR processes effectively and efficiently, and achieving
service Jevels and cost savings specified in the contracts. Although these contracts are not scheduled to expire until December 2006,
November 2010, October 2011, January 2012, and April 2013, the clients may terminate their contracts prior to those dates for
significant nonperformance by the Company; for any reason after December 2002, November 2001, January 2006, July 2004 and
April 2006, respectively, with specified prior written notice and payment to the Company of an early termination fee, if any; or in the
event there is a change in control of the Company, as defined. As of December 31, 2003, unbilled receivables from these contracts
constituted the majority of the unbilled revenue balance of $30.0 million.

The Company has, and plans to continue to enter into, fixed price or relatively fixed priced process management contracts. These
contracts typically are structured so that the Company receives fixed amounts that are generally equal to or less than the client's
historical costs incurred in connection with the services the Company is assuming. After the Company has achieved a negotiated
minimum cost reduction, in certain instances the Company may be required to share further savings with its clients in a negotiated
gain sharing arrangement. If the Company miscalculates the resources or time needed to perform under these contracts or is not able
to perform HR management more cost effectively than its clients, the costs of providing services could exceed the fixed amount the
Company would receive. If that occurs, the Company would lose money on the contract. The contracts also contain certain minimum
service level requirements that must be met. The Company currently depends on third parties to provide a number of specialized HR
services to the clients, such as recruiting and relocation, training and temporary help services. If the Company and its third-party
vendors are not able to meet these requirements, the clients can assess penalties against the Company in accordance with the terms of
the contracts. The assessment of any penalties could adversely affect future operating results.
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Segment Information

Management has determined that the Company operates in only one business segment. Prior to 2000, substantially all of the
Company’s revenue was derived from within the United States. For the years ended December 31, 2001, 2002 and 2003, 82 percent,
89 percent and 86 percent, respectively, of the Company’s revenue was derived from within the United States with the balance for
each year being derived primarily from within the United Kingdom and, for 2003, also from within Canada, Netherlands, Hong Kong,
Singapore and Brazil.

Stock-Based Compensation

The Company has elected to follow Accounting Principles Board Opinion (“APB”) No. 25, “Accounting for Stock Issued to
Employees,” and related interpretations, in accounting for employee stock options rather than the alternative fair value accounting
allowed by SFAS No. 123, “Accounting for Stock Based Compensation.” APB No. 25 provides that compensation expense relative to
the Company's employee stock options is measured based on the intrinsic value of stock options granted and the Company recognizes
compensation expense in;its statement of operations using the straight-line method over the vesting period for fixed awards. Under
SFAS No. 123, the fair value of stock options at the date of grant is recognized in earnings over the vesting period of the options. In
December 2002, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 148, “Accounting for Stock-Based
Compensation — Transition and Disclosure.” SFAS No. 148 amends SFAS No. 123 to provide alternative methods of transition for a
voluntary change to the fair value method of accounting for stock-based employee compensation. In addition, SFAS No. 148 amends
the disclosure requirements of SFAS No. 123 to require prominent disclosures in both annual and interim financial statements about
the method of accounting for stock-based employee compensation and the effect of the method on reported results. SFAS No. 148
was effective for financial statements for fiscal years and interim periods ending after December 15, 2002. The Company adopted the
disclosure provisions of SFAS No. 148 as of December 15, 2002 and continues to follow APB No. 25 in accounting for employee
stock options. Certain disclosure requirements under SFAS No. 148 are included in Note 9 to the consolidated financial statements.

Foreign Currency Translation

The functional currency of the Company's foreign subsidiary is the local currency. Assets and liabilities of subsidiaries with
international operations are translated into U.S. dollars at year-end exchange rates, and revenues and expenses are translated at
average exchange rates prevailing as they occur. Translation adjustments are reported as a separate component of stockholders’ equity
and included in comprehensive income (loss). Transaction gains and losses arising from transactions denominated in a currency other
than the functional currency of the entity involved are included in the consolidated statements of operations. The Company has not
entered into any foreign currency exchange contracts or other related derivative financial instruments.

Income Taxes

In accordance with SFAS No. 109, the Company recognizes deferred tax assets and liabilities based on differences between the
financial reporting and tax bases of assets and liabilities using enacted tax rules and laws that are expected to be in effect when the
differences are expected to be recovered. Under the Tax Reform Act of 1986, the benefits from net operating losses carried forward
may be impaired or limited in certain circumstances. A valuation allowance has been provided for deferred tax assets when it is more
likely than not that all, or some portion, of the deferred tax asset will not be realized.

Income (Loss) Per Share

Basic income (loss) per share is computed using the weighted average number of shares of common stock outstanding during the
period. Diluted earnings (loss) per share is computed using the weighted average number of shares of common stock and common
stock equivalent shares outstanding during the period.

During the third and fourth quarter of 2003, the Company sold $110 million principal amount of 2.50% Convertible Senior Notes
{Notes) at 97% of the principal amount thereof. Subject to certain conditions, the holders of the Notes have the right to convert their
Notes into shares of the Company’s common stock based on a specified conversion rate. As discussed in Note 7, until such time that
one of the conversion criteria has been met, the impact of the conversion of the Notes was excluded from the computation of net
income per share.

Comprehensive Income (Loss)

Components of comprehensive income (loss) include amounts that are excluded from net income (loss). There were no significant
differences between the Company's net loss and comprehensive loss for the year 'ended December 31, 2001.
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Recent Accounting Pronouncements

In July 2002, the FASB issued SFAS No. 146, "Accounting for Costs Associated with Exit or Disposal Activities." SFAS No. 146
addresses financial accounting and reporting for costs associated with exit or disposal activities and supersedes Emerging Issues Task
Force ("EITF") 94-3, "Liability Recognition for Certain Employee Termination Benefits and Other Costs to Exit an Activity
(including Certain Costs Incurred in a Restructuring "). The principal difference between SFAS No. 146 and EITF 94-3 relates to the
timing of liability recognition. Under SFAS No. 146, a liability for a cost associated with an exit or disposal activity is recognized
when the liability is incurred. Under EITF 94-3, a liability for an exit cost was recognized at the date of an entity's commitment to an
exit plan. The provisions of SFAS No. 146 are effective for exit or disposal activities that are initiated after December 31, 2002. The
Company adopted SFAS No. 146 effective January 1, 2003. The adoption of SFAS No. 146 did not have a material impact on the
Company’s financial position or results of operations.

In November 2002, the FASB issued Interpretation (FIN) 45, Guarantor's Accounting and Disclosure Requirements for Guarantees,
Including Indirect Guarantees of Indebtedness of Others . FIN 45 elaborates on the disclosures to be made by a guarantor in its
interim and annual financial statements about its obligations under certain guarantees that it issued. It also clarifies that a guarantor is
required to recognize, at the inception of a guarantee, a liability for the fair value of the obligation undertaken in issuing the guarantee.
The initial recognition and initial measurement provisions of FIN 45 are applicable on a prospective basis to guarantees issued or
modified after December 31, 2002. The disclosure requirements in this interpretation are effective for financial statements of interim
or annual periods ending after December 15, 2002. The adoption of FIN 45 did not have a material impact on the Company’s
financial position or results of operations.

In January 2003, the FASB issued FASB Interpretation 46 (FIN 46), "Consolidation of Variable Interest Entities". FIN 46, as
superseded by FIN46R, discussed below, clarifies the application of Accounting Research Bulletin 51, Consolidated Financial
Statements, for certain entities that do not have sufficient equity at risk for the entity to finance its activities without additional
subordinated financial support from other parties or in which equity investors do not have the characteristics of a controlling financial
interest ("variable interest entities"). Variable interest entities within the scope of FIN 46 will be required to be consolidated by their
primary beneficiary. The primary beneficiary of a variable interest entity is determined to be the party that absorbs a majority of the
entity's expected losses, receives a majority of its expected returns, or both. FIN 46 applies immediately to all new variable interest
entities created or acquired after January 31, 2003. For variable interest created or acquired prior to February 1, 2003, the provisions
of FIN 46 must be applied for the first interim or annual period beginning after December 15, 2003. The effective date of the
provisions of FIN 46 was subsequently deferred by FIN46R, as discussed below.

In April 2003, the FASB issued SFAS No. 149 "Amendment of Statement 133 on Derivative Instruments and Hedging Activities"
("SFAS 149"). This Statement amends and clarifies financial accounting and reporting for derivative instruments, including certain
derivative instruments embedded in other contracts (collectively referred to as derivatives) and for hedging activities under SFAS No.
133, “Accounting for Derivative Instruments and Hedging Activities”. The accounting and reporting requirements will be effective
for contracts entered into or modified after June 30, 2003 and for hedging relationships designated after June 30, 2003. We do not
anticipate that the adoption of SFAS No. 149 will have a material impact on our financial position or results of operations.

In May 2003, the FASB issued SFAS No. 150 "Accounting for Certain Financial Instruments with characteristics of both liabilities
and equity" ("SFAS 150"). This Statement establishes standards for how an issuer classifies and measures certain financial
instruments with characteristics of both liabilities and equity. It requires that an issuer classify a financial instrument that is within its
scope as a liability (or an asset in some circumstances). Many of those instruments were previously classified as equity. Some of the
provisions of this Statement are consistent with the current definition of liabilities in FASB Concepts Statement No. 6, Elements of
Financial Statements. The remaining provisions of this Statement are consistent with the FASB’s proposal to revise that definition to
encompass certain obligations that a reporting entity can or must settle by issuing its own equity shares, depending on the nature of the
relationship established between the holder and the issuer. While the FASB still plans to revise that definition through an amendment
to Concepts Statement 6, the FASB decided to defer issuing that amendment until it has concluded its deliberations on the next phase
of this project. That next phase will deal with certain compound financial instruments including puttable shares, convertible bonds,
and dual-indexed financial instruments. SFAS No. 150 is effective for certain financial instruments entered into or modified after
May 31, 2003, and otherwise is effective at the beginning of the first interim period beginning after June 15, 2003. The adoption of
SFAS No. 150 did not have a material impact on our financial position or results of operations.
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On December 17, 2003, the Staff of the SEC issued Staff Accounting Bulletin No. 104 (SAB 104), Revenue Recognition, which
supersedes SAB 101, Revenue Recognition in Financial Statements. SAB 104's primary purpose is to rescind accounting guidance
contained in SAB 101 related to multiple element revenue arrangements, superseded as a result of the issuance of EITF 00-21,
"Accounting for Revenue Arrangements with Multiple Deliverables." Additionally, SAB 104 rescinds the SEC's Revenue Recognition
in Financial Statements Frequently Asked Questions and Answers (the FAQ) issued with SAB 101 that had been codified in SEC
Topic 13, Revenue Recognition. Selected portions of the FAQ have been incorporated into SAB 104. While SAB 104 reflects the
issuance of EITF 00-21, the revenue recognition principles of SAB 101 remain largely unchanged by the issuance of SAB 104. We do
not anticipate that the adoption of SAB 104 will materially affect our revenue recognition policies, nor our results of operations,
financial position or cash flows.

In December 2003, the FASB issued a revision to Interpretation No. 46 “Consolidation of Variable Interest Entities, an
interpretation of ARB No. 517 (“FIN46R” or the “Interpretation”). FIN46R clarifies the application of ARB No. 51 “Consolidated
Financial Statements” to certain entities in which equity investors do not have the characteristics of a controlling financial interest or
do not have sufficient equity at risk for the entity to finance its activities without additional subordinated financial support. FIN46R
requires the consolidation of these entities, known as variable interest entities, by the primary beneficiary of the entity. The primary
beneficiary is the entity, if any, that will absorb a majority of the entity’s expected losses or receive a majority of the entity’s expected
residual returns, or both.

Among other changes, FIN46R (a) clarified some requirements of the original FIN46 which had been issued in January 2003,
(b) eased some implementation problems and (c) added new exceptions. FIN46R deferred the effective date of the Interpretation for
public companies to the end of the first reporting period after March 15, 2004, except that all public companies must, at a minimum,
apply the provisions of the Interpretation to all entities that were previously considered “special purpose entities” under the FASB
literature prior to the issuance of FIN46R by the end of the first reporting period ending after December 15, 2003. The Company does
not anticipate that the adoption of FIN46 will have a material impact on its financial position, cash flows or results of operations.

3. Reclassifications

Prior to January 1, 2003, depreciation and amortization expense was set forth as a separate line item in the Consolidated
Statements of Operations. Commencing January 1, 2003, depreciation and amortization expense is included in Cost of Revenue and
Selling, General and Administrative Expense. For comparison purposes, all periods presented have been reclassified to conform with
the current period’s presentation. Accordingly, for the year ended December 31, 2001, the effect of this reclassification was to
increase Cost of Revenue by $5,971,000 and Selling, General and Administrative Expense by $6,501,000. For the year ended
December 31, 2002, the effect of this reclassification was to increase Cost of Revenue and Selling, General and Administrative
Expense by $14,561,000 and $3,892,000, respectively. For the year ended December 31, 2003, Cost of Revenue and Selling, General
and Administrative Expense included depreciation and amortization of $22,402,000 and $2,180,000, respectively.

In the fourth quarter of fiscal 2003, management determined that the Gunn consulting operation no longer fit the Company’s
strategic operating objectives and accordingly adopted a formal plan to dispose of this operation. As a result, the operating results of
the Gunn consulting operations have been classified as discontinued operations and prior year amounts have been reclassified
accordingly to conform to the current year presentation. See Note 14 to the consolidated financial statements for more information on
the the Gunn consulting operations.

Including the effect of the above described reclassification of depreciation and amortization expense and discontinued operations

of the Gunn consulting operation, the 2001 consolidated statement of income (loss) of the Company has been restated to reflect the
following reclassification as well (in thousands):
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Year Ended December 31, 2001

Discontinued As Previously
As Restated Depreciation Operations Other Reported

Revenue ....ocooooeveveceeeeeeeeen, $ 257,052 § 3 (15,482) § — 5 272,534
Costof Revenue .......cooeeeevvvernnnn.. 289,400 5,971 (5,991) — 289,420
Gross Profit (Loss) ....ccccoocvvaiierenene (32,348) 5,971 (9,491) — (16,886)
Product Development Expense ...... — — — (4,630) 4,630
Selling, General and 46,435 6,501 {9,153) 4,630 44 457
Administrative Expense .................

Depreciation and Amortization —_ (12,472) — — 12,472
Expense......ccooceecevmimvvininiecee,

Loss from Operations..................... (78,783) — (338) — (78,445)

The 2001 consolidated statements of cash flows of the Company have been restated to reflect the following reclassifications (in
thousands):

Year Ended December 31, 2001
As Previously

As Restated Reported

Cash Flows from Operating Activities:

Change in investments...........cc.oecvvenene. $ — 3 2,319

Change in other assets ........ccovevveeernene. — (1,140)
Cash Flows from Investing Activities:

Purchases of investments...................... (25,212) —

Proceeds from investments.................... 5,000 _

Change in other assets ...........coceervnnenn. (1,140) —

In addition to the above, additional or modified disclosures for 2001 have been made as follows:
¢ With the adoption of SFAS No.142 effective January 1, 2002, the Company was required for comparison purposes, in
accordance with that statement, to disclose its net loss and net loss per share for the year December 31, 2001 as if SFAS No.
142 had been adopted as of January 1, 2001. The disclosure is contained in Note 6.

¢ The Company expanded its disclosures in Note 6 to include the pro forma net loss per share, basic and diluted, for the year
ended December 31, 2001.
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4. Short-Term Investments

Short-term investments are comprised of available-for-sale securities and consist of the following (in thousands):

December 31, 2002 December 31, 2003
Estimated Estimated
Amortized Cost Fair Value Amortized Cost Fair Value
Amounts Included in
Cash and Cash Equivalents:
Institutional money market funds........ 3 41851 § 41851 3 124911 § 124911
Amounts Included in Investments:
Commercial paper and other ............... 2,917 2,917 2,669 2,668
Corporate N0tes......ccvveeververereenienennen. 28,125 28,373 8,378 8,405
Asset-backed securities ......c.ccooeverenenae. 21,253 21,301 16,687 16,716
U.S. Treasuries and Agencies.............. 31,265 31.860 32,948 32,992
83.560 84.451 60,682 60,781
3 125,411 § 126,302 3 185,593 3 185,692

The commercial paper in which the Company invests must have a minimum rating of A-1 or P-1, as rated by Standard & Poor’s and
Moody’s, respectively. Corporate notes in which the Company invests must have a minimum rating of A-2 or P-2, as rated by
Standard & Poor’s and Moody’s, respectively. Asset-backed securities in which the Company invests must have a minimum rating of
AAA or Aaa, as rated by Standard & Poor’s and Moody’s, respectively. As of December 31, 2002 and 2003, cumulative gross
unrealized holding gains were $916,000 and $1,241,000, respectively, and cumulative gross unrealized holding losses were 325,000
and $1,142,000, respectively, from available-for-sale securities.

Amortized cost and estimated fair market value of debt securities classified as available-for-sale by contractual maturities consist
of the following (in thousands): '

December 31, 2002 ) December 31, 2003
Estimated Estimated
Amortized Cost Fair Value Amortized Cost Fair Value
Due in Less than One Year.......cc...ccoc...... 3 48,854 % 49,128 % 51,088 3 51,158
Due in One to Three Years..............c....... 32,538 33.155 6.926 6.956
$ 81,392 § 82283 $ 58,014 § 58,114
5. Long-Term Contracts: Unbilled Receivables and Deferred Revenue

Included in accounts receivable as of December 31, 2002 and 2003, are $7,057,000 and $30,032,000, respectively, of unbilled
receivables consisting of revenue in excess of billings on long-term outsourcing contracts. All unbilled receivables are expected to be
recovered over the remaining respective lives of the contracts through billings made in accordance with the respective contract
provisions. Included in accrued liabilities and other as of December 31, 2003, is $696,000 of deferred revenue representing billings in
excess of amounts earned on certain long-term contracts. There was no deferred revenue at December 31, 2002.
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6. Detail of Selected Financial Statement Caption Information (in thousands)
Prepaid Expenses and Other Current Assets

Prepaid expenses and other current assets consists of the following:
December 31,

2002 2003
Assets Held for Sale t0 CHENLS....c.ooveecviiiiiereiieceecre e $ 15012 % 14,658
Prepaid expenses and other.......c...oovievrieiiieccvn e 9,490 9,779
Other Receivables (including amounts receivable from officer and
EIIPLOYEES) «.nervreriiereitete ettt et r e et 2,603 2,536

§ 27,105 § 26973

Fixed Assets and Direct Contract Costs

Fixed assets and direct contract costs consist of the following:
December 31,

Useful Life 2002 2003

Furniture and FIXtUTES ....ooovveeeiineee et 5 years $ 3,881 §$ 4,614
Equipment, Computers and Software...........ccccceceevnrenee 3 to 5 years 55,793 75,679
Land —_ 1,987
Leasehold Improvements .........cooceervinecencnneeeneneennee Lease term 6,040 7,121
Construction-in-Progress.........covieriienecnnerncninesenins 5,448 11,248
Direct Contract Costs ......ccovvivvrerivemroreerrerisreseenieseecnees Contract term 11.065 20,286

82,227 120,935
Less: Accumulated depreciation and amortization......... (28.122) (51.925)

3 54105 § 69010

Intangible Assets

On January 1, 2002, the Company adopted SFAS No. 142, “Goodwill and Other Intangible Assets.” Under SFAS No. 142,
goodwill and other intangible assets with indefinite lives will not be amortized but will be tested for impairment at least annually.
Upon adoption of SFAS No. 142, the Company transferred an intangible asset (an assembled workforce) of $3,392,000, net of
accumulated amortization of $2,390,000, to goodwill in accordance with that statement. The Company completed its transitional and
annual impairment tests of its existing goodwill during the three months ended June 30, 2002 and September 30, 2002 and 2003,
respectively. These tests involve the use of estimates related to the fair value of the business to which the goodwill is allocated. There
was no impairment loss as a result. However, as discussed below, as a result of the Company’s decision to discontinue its Gunn
Consulting operation and dispose of certain assets, management has determined that the goodwill associated with the Gunn acquisition
was impaired and thus written down to its net realizable value in accordance with SFAS 144. With the adoption of SFAS No. 142, the
Company ceased amortization of goodwill. If SFAS No. 142 had been adopted as of January 1, 2001, the net loss for the year ended
December 31, 2001, would have $73,479,000, or $0.76 per basic and diluted share.

The following reflects the components of intangible assets (in thousands):

December 31, 2002 December 31, 2003
Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying
Amount Amortization Amount Amount Amortization Amount
Intangible Assets
with Finite Lives:

Client contract related............... $ 40,315 § (6,271) $ 34,044 § 73,745 § (13,612) § 60,133
Other..ioieee e, 240 (112) 128 240 (160) 80
40,555 (6,383) 34,172 73,985 (13,772) 60,213

Intangible Assets
with Indefinite Lives:
Goodwill......ccooooevveiiieie, 5.782 (2,390) 3,392 — — —
$ 46,337 $ (8773) % 37564 $ 73985 $  (13772) § 60213
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During the year ended December 31, 2002 and 2003, the Company expended $13,600,000 and $19,485,000, respectively, for the
acquisition of intangible assets in connection with certain client contracts. In the second quarter of fiscal 2003, as discussed in Note
14, the Company acquired certain legal entities and assets and assumed certain liabilities constituting a business process management
outsourcing business. The cash purchase price of $16,623,000, including transaction costs and net of cash acquired, has been
allocated to the assets acquired, including the value of purchased outsourcing contracts of $12,467,000 which has been recorded as an
intangible asset. During the year ended December 31, 2002, the Company retired intangible assets with a gross carrying value of
$2,930,000 and accumulated amortization of $2,930,000. Aggregate intangible asset amortization expense for the years ended
December 31, 2001, 2002 and 2003 was $2,923,000, $938,000 and $2,262,000, respectively, and for the years ended December 31,
2001, 2002 and 2003, an additional $2,490,000, $3,781,000 and $5,127,000, respectively, was amortized as a reduction of revenue.
As of December 31, 2003, estimated intangible assets amortization for each of the five calendar years ending December 31, 2008 is
approximately $8.5 million for 2004, $8.6 million for 2005, $8.6 million for 2006, $7.6 million for 2007 and $6.8 million for 2008.

In the fourth quarter of fiscal 2003, the Company decided to discontinue its Gunn consulting operation. As a result of this
determination, the Company performed an analysis to assess the net realizable value of the Gunn assets held for sale, including the
$3.4 million of goodwill associated with its acquisition of the Gunn consulting operation in November 1999. As a resuit of this
analysis, in accordance with SFAS No. 144, the Company determined that the goodwill remaining in the consulting operation was
impaired and recorded an impairment charge of $3.3 million in the fourth quarter ended December 31, 2003. The valuation was done
as of December 31, 2003, based on available market information, to determine the sales valuation of the Gunn assets held for sale.
See Note 14 for further discussion on the Gunn consulting business.

Other Assets

Other assets consists of the following:

December 31,
2002 2003
Prepaid Rent, net of current portion........cocoeeeceveereceereeieerieceevreecveeeanes $ 12,669 § 10,079
TIVESTINIEIIES ..ot ees e e et ve et e e e areees e st e e e saseeaesseneaens 3,000 3,000
OHRET oottt sttt st r et 4,069 6,322

$§ 19738 § _ 19.401

Accrued Liabilities and other

Accrued liabilities consists of the following:
December 31,

2002 2003
Accrued Employee Compensation Benefits and Related Costs........... 5 6,927 $ 6,907
Accrued Technology COStS .....oieverinierireriei et erees e ceseet e 3,174 4,446
Accrued Outsourcing Third-Party Arrangements..........cccoceevevereveenn.e. 11,719 12,604
Accrued Severance and Related CostS..........ccooovveeiiviecveceeieeeee e 3,122 600
Deferred REVEIUE ...couveveiii ittt seeeeee ettt e et e e - 696
Other Accrued Ligbilities ....c.oovvevriereieieeeciiierrerec et sen e e 6.817 6.901

§ 31759 § 32,154
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Business Optimization Costs

The Company has incurred business optimization costs from time to time as it implements new organization structures,
technologies, processes and other changes in its business. Included in selling, general and administrative expense for the year ended
December 31, 2001, are $9,688,000 of severance costs (including non-cash option acceleration charges of $3,040,000), certain wind-
up costs totaling $6,621,000 (including severance costs of $5,412,000) associated with the elimination of two secondary processing
centers and a $2,165,000 non-cash charge relating to the write-off of a research database that the Company has determined is no
longer a strategic component of its business. For the years ended December 31, 2002 and 2003, no similar charges were incurred.

The following is a summary of the business optimization costs incurred during 2001, and the ending accrual balance, which is

included in accrued liabilities and other (in thousands):

Accruals

Severance and Related Charges............... § 6,648
Processing Centers Closure Costs............ 6,621
Write-Off of Database........c.coccoevereennnnn. —

13,269
2001 Cash Payments ......c.coccceeevencrvennnne. (3.976)
Balance at December 31, 2001 ................ 9,293
2002 Cash Payments ........ccoevverevevvenennne (5,118)
2002 Accrual Adjustments .......cccoveurneee. (2.309)
Balance at December 31, 2002 ................ 1,866
2003 Cash Payments ........cocoevviriiennene. (1,088)
2003 Accrual Adjustments ..........ccoouee. (206)
(Balance at December 31,2003 ................ b 572

Non- Cash Charges Total
$ 3,040 $ 9,688
— 6,621
2,165 2,165
b 5,205 $ 18,474

The accrual adjustments were made as a result of completion of certain of these arrangements at amounts less than previously
estimated and changes in certain estimates with regard to the remaining arrangements. The Company expects the remaining balance

to be paid out during the next six months.
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7. Long-Term Liabilities
2.50% Convertible Senior Notes

On September 30, 2003, the Company sold $100.0 million principal amount of its newly issued 2.50% Convertible Senior Notes
(*Notes”) due October 1, 2010 to certain initial purchasers for resale to qualified institutional buyers in reliance on Rule 144A under
the United States Securities Act of 1933. On October 9, 2003, the Company sold an additional $10.0 million principal amount of
Notes pursuant to an option held by the initial purchasers. The initial purchasers purchased the Notes from the Company at 97% of
the principal amount thereof. The net proceeds received by the Company were $106.6 million after the initial purchasers’ discount
and sales commissions and other expenses of approximately $3.0 million and $0.4 million, respectively. Interest is payable in cash on
each April 1 and October 1 commencing April 1, 2004, The Notes are senior unsecured obligations of the Company and rank equally
with all of the Company’s existing and future senior unsecured indebtedness. The indenture under which the Notes have been issued
does not restrict the incurrence of debt by the Company.

All Notes that have not been repurchased or converted must be repaid with any accrued unpaid interest on October 1, 2010, subject
to acceleration under certain circumstances, including events of default and insolvency, as described in the indenture. No sinking fund
is provided for the Notes. Commencing October 5, 2008, the Company has the option at any time to redeem all, or a portion, of the
Notes for cash at 100% of the principal amount of the Notes plus accrued unpaid interest. On October 1, 2008, each holder of the
Notes has the one-time right to require the Company to purchase all or a portion of such holder’s Notes for cash at a purchase price of
100% of the principal amount plus accrued unpaid interest. Furthermore, upon a change in control (as defined in the indenture
governing the Notes), each holder has the right, subject to certain conditions and restrictions, to require the Company to repurchase all
or a portion of such holder’s Notes at a purchase price of 100% of the principal amount plus accrued unpaid interest.

Subject to certain conditions, the holders of the Notes have the right to convert their Notes, in whole or part, into shares of the
Company’s common stock at an initial rate of 85.0340 shares of common stock per $1,000 principal amount of Notes (which is
equivalent to a conversion price of approximately $11.76 per share) (“Conversion Price”). Based upon the current conversion price,
the Notes will be convertible into 9,353,741 shares of Common Stock. The Conversion Price is subject to anti-dilution adjustment
under various circumstances. The conditions triggering the conversion right include: (i) if on or before March 31, 2008, the closing
sale price of the Company’s common stock for at least 20 trading days in the period of 30 consecutive trading days ending on the last
trading day of any fiscal quarter is more than 110% of the then current Conversion Price, the Notes may be converted during the
following fiscal quarter; (ii) if, on any date after March 31, 2008, the closing sale price of the Company’s common stock is more than
110% of the then current Conversion Price, then the Notes may be converted at all times thereafter; and, (iii) if the Company elects to
call some portion or all of the Notes after October 5, 2008, then the portion being called for redemption may be converted. The Notes
are also convertible in certain other circumstances, including certain simultaneous market conditions in which the trading price for the
Notes is less than 95% of the conversion value of the Notes (based upon the value of the Company’s common stock), certain mergers
or sales of assets, and other events constituting a change in control of the Company. Until such time that one of the above conversion
criteria has been met, the impact of such conversion will be excluded from the computation of net income per share on a diluted basis.

The Company has agreed to register the resale of the Notes and the sale of the shares of common stock issuable upon conversion
of the Notes pursuant to a shelf registration statement filed with the U.S. Securities and Exchange Commission. If the registration
statement is not declared effective by March 26, 2004, or if the Company does not keep it available for requisite periods, then the
Company may be required to pay liquidated damages to the holders of the Notes and shares received upon conversion. The liquidated
damages would be in the form of payment (in addition to any interest that may be payable) on the principal amount or value of the
securities entitled to registration, at a rate per annum equal to 0.25% or 0.50%, depending on the circumstances. The liquidated
damages provision represents an embedded derivative as defined in SFAS No. 133, which management believes does not have
material value.

The Company recorded the Notes at the net proceeds received and is accreting the value of the discount and costs and expenses

over the remaining term of the Notes to their stated maturity value using the effective interest method. At December 31, 2003, the
estimated fair value of the Notes based on quoted market prices was approximately $106.4 million.
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Other Long-Term Obligations

The Company purchased certain current assets and fixed assets totaling $9,012,000 and $1,024,000, respectively, under various
long-term arrangements, including capital lease arrangements. These long-term arrangements require periodic payments through May
2008 and the related asset values were established by computing the present value of the future payments using the interest rate
appropriate at the inception of each transaction. Interest for these transactions range from 2.9 percent to 19.5 percent. The future
minimum payments under these arrangements comprising other long-term liabilities at December 31, 2003 consist of the following:

2004 ..ottt e et eer et be e eaaeraneen $ 2,841
2005 etttk et sa e e e at ekt et arbarteneanseean 12,320
2006 .ottt ettt ettt ab e e st ekt re e e arssrneana s ae 429
2007 oottt et r e s et eabeernesee 186
2008 .. ettt e e r et aa e se e 49
ThETEAtET..c.viereci e e —
Total Futire PAYMENtS ...c...c.eciiiiiiirirecresiiraesieescteesiseesieenseessennaesees 15,825
Less: INterest POTHON ..c.oouvviieiirecircte et s {1.213)
Present Value of PAYMENTS ......oceeveevivreiiereeeceee e sreeeneeee 14,612
Current Portion of Other Long-Term Liabilities......ccccovcereecceriinnnnenee (2.444)
Other Long-Term Liabilities, net of current portion.........ccoeeeevevvennes h) 12,168
8. Stockholders' Equity

Preferred Stock

The Company’s Board of Directors is authorized to issue from time to time, without further vote or action by the stockholders, up
to an aggregate of 15,0000,000 shares of Preferred Stock, $0.0001 par value per share, in one or more series and to fix or alter the
designations, rights and any qualifications, limitations or restrictions of the shares of each series, including dividend rights, dividend
rates, conversion rights, voting rights, term of redemption, including sinking fund provisions, redemption price or prices, liquidation
preferences and the number of shares constituting any series or designations of a series. As of December 31, 2003, there is no
Preferred Stock issued and outstanding.

Common Stock

The Company is authorized to issue up to 500,000,000 shares of Common Stock, $0.0001 par value per share. Certain
stockholders who purchased their shares prior to the Company’s June 2000 initial public offering have registration rights associated
with their stock.

Capital Transactions

On October 12, 2000, Exult and Bank of America signed a non-binding Memorandum of Understanding providing the framework
for a broad business relationship, including the provision of business process management services to Bank of America by Exult. The
business relationship and process management services transaction were subject to ongoing negotiations and the Memorandum of
Understanding established a 60-day time period to reach a definitive agreement. Upon executing the Memorandum of Understanding,
Bank of America acquired 5,000,000 investment units, each unit consisting of one share of Exult Common Stock and a warrant to buy
one additional share of Exult Common Stock. Each warrant was exercisable for three years at $11.00 per share. The purchase price
for the 5,000,000 units was $55,000,000, of which $11,000,000 was paid in cash and the remainder in prepaid rent and intangible
assets. In connection with the issuance of the warrants, the Company incurred a charge of $29,900,000 during the fourth quarter of
2000. In November 2001, warrants exercisable for 2,500,000 shares of Common Stock were exercised using the cashless exercise

feature resulting in the net issuance of 766,078 shares of Common Stock. The remaining warrants expired unexercised in October
2003.
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In June 2001, one of the Company’s third-party vendors purchased 1,538,461 shares of the Company’s Common Stock at fair
market value for $20,000,000 in cash. If the amount of business directed by the Company to this vendor reaches specified levels by
July 2005, the Company may require the vendor to purchase for cash up to an additional $30,000,000 of the Company’s Common
Stock in installments at the then respective fair market values during that period. The per share purchase price for future installments,
if any, is derived from a formula designed to approximate the fair market value of a share of Common Stock for a 30-day period
ending each date the third-party vendor is notified by the Company. As of December 31, 2003, none of the levels have been attained

In August 2001, the Company completed a public offering of its Common Stock issuing 8,000,000 shares. The Company received
net consideration after the underwriting discount and offering costs of $100,318,000 for the issuance of the shares at a gross offering
price of $13.34 per share.

In September 2001, another of the Company’s third-party vendors purchased 504,200 shares of the Company’s Common Stock at
fair market value for $6,000,000 in cash.

On April 23, 2003, Exult entered into an agreement to provide business process management services to BMO Financial Group.
In connection with the outsourcing services arrangement, the Company issued BMO Financial Group a fully vested warrant to
purchase up to 1,000,000 shares of the Company’s common stock. The warrant expires in April 2008 and may not be exercised prior
to April 2005. The warrant may only be exercised in its entirety, must be exercised in a single transaction and must be exercised on a
cashless, net issuance basis. The exercise price is derived from a formula with a minimum exercise price of $7.55 per share. The
warrant has been recorded at its fair value of $1.3 million calculated by utilizing the Black-Scholes methodology as of the date of
issuance and is included in intangible assets. The intangible asset is being amortized as a reduction of revenue over the term of the
related outsourcing contract.

Common Stock and Stock Option Deferred Compensation

The Company recorded aggregate deferred compensation from issuances of 550,000 shares and 150,000 shares of restricted
Common Stock during the years ended December 31, 2002 and 2003, respectively. There were no similar transactions during the year
ended December 31, 2001. The 550,000 shares were issued in December 2002 in connection with a certain retention arrangement
entered into with one of the Company’s executive officers and vest in various quarterly consecutive installments commencing in June
2003 through September 2005, contingent upon the executive’s continued employment. The 550,000 shares of restricted stock were
valued at $1,640,000, or $2.98 per share, the closing price of the Common Stock on the last trading day prior to the issuance of the
shares, and the related deferred compensation is being amortized to expense using the straight-line method over the 33-month vesting
period. The 150,000 shares were issued in June 2003 in connection with the hiring of one of the Company’s executive officers and
vest over a 48-month period with 25 percent of the shares vesting upon completion of one year of service from the date of grant, and
with the remainder vesting on a monthly basis over a 36 month period measured from the first anniversary of the grant date,
contingent upon the executive’s continued employment with the Company. The 150,000 shares of restricted stock were valued at
$998,000, or $6.65 per share, the closing price of the Common Stock on the last trading day prior to the issuance of the shares, and the
related deferred compensation is being amortized to expense using the straight-line method over the 48-month vesting period. Both
grants of restricted stock are subject to accelerated vesting in certain circumstances.

Employee Stock Purchase Plan

In May 2000, the Company adopted the 2000 Employee Stock Purchase Plan (“2000 Stock Purchase Plan™). Under the 2000
Stock Purchase Plan, employees may elect to participate by contributing to the plan a portion, not in excess of 10 percent, of their
after-tax compensation. The purchase price per share of Exult Common Stock is the lesser of the fair market value of a share of Exult
Common Stock on the first day of the period or the fair market value of a share of Exult Common Stock on the last day of the period,
minus a 15 percent discount. The total number of shares available for purchase under the 2000 Stock Purchase Plan may not exceed
2,000,000 shares. As of December 31, 2003, 516,423 shares have been issued under the 2000 Stock Purchase Plan generating net cash
proceeds of $2,896,000.

9. Stock Option Plans
1999 Stock Option/Stock Issuance Plan
In May 1999, the Company adopted the 1999 Stock Option/Stock Issuance Plan (1999 Plan”). The 1999 Plan was comprised of

two separate equity programs: (i) the Discretionary Option Grant Program, under which eligible persons could, at the discretion of the
Plan administrator, be granted options to purchase shares of Common Stock, and (ii) the Stock Issuance Program under which eligible
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persons could, at the discretion of the Plan administrator, be issued shares of Common Stock directly, either through the immediate
purchase of such shares or as a bonus for services rendered to the Company. Upon the expiration, termination for any reason, or
cancellation of unexercised stock options, the shares of Common Stock subject thereto will again be available for issuance under the
terms of the 2000 Equity Incentive Plan. Upon any change in the outstanding Common Stock without the Company's receipt of
consideration, appropriate adjustments shall be made to each outstanding option.

Eligible participants in the Plan were employees, non-employee members of the board of directors of the Company, or any parent
or subsidiary thereof, and consultants and other advisors who provide services to the Company, or any parent or subsidiary thereof.
The Plan is administered by the compensation committee of the Company's board of directors.

The options were issued as incentive stock options (as defined by the Internal Revenue Code of 1986) or as nonqualified options.
Options under the Plan were granted at prices not less than 85 percent of the fair market value at the date of option grant and could
become exercisable in installments ranging up to 10 years from the date of grant. If the optionee is a 10 percent stockholder, the
exercise price could not be less than 110 percent of the fair market value at the date of option grant. As of December 31, 1999, the
non-qualified stock options and incentive stock options are immediately exercisable by the optionee. Upon exercise, and subject to
Internal Revenue Service limitations for incentive stock options, the option shares are initially unvested and subject to repurchase by -
the Company upon termination of employment or services, at the option exercise price per share. The optionee shall acquire a vested
interest in, and the Company's repurchase right shall lapse with respect to, 25 percent of the optionee's shares upon completion of one
year of service from the date of grant, and the remainder shall vest either on an annual basis or on a monthly basis over a 36-month
period measured from the first anniversary of the grant date. At December 31, 2003, there were 7,354 shares subject to repurchase.

1999 Special Executive Stock Option Plan

On November 19, 1999, the Company adopted the Special Executive Stock Option Plan (“Executive Plan™). Participation in the
Executive Plan was limited to officers and other highly compensated employees. The Executive Plan provided that the exercise price
for all options must be at least 85 percent of the fair market of the option shares at the time of the option grant. Furthermore, no
option may have a term in excess of ten years, and each option will be subject to early termination following the optionee's cessation
of services with the Company. The Executive Plan also provides that the exercise price for the shares of Common Stock subject to
option grants may be paid in cash or in shares of Common Stock valued at fair market value on the exercise date. Options vest over a
period determined by the Company's board of directors. Since December 1999, no options have been granted under this plan.

2000 Equity Incentive Plan

In May 2000, the Company adopted the 2000 Equity Incentive Plan (“2000 Plan”). The 2000 Plan is the successor program to the
1999 Plan and the Executive Plan and terminates in May 2010. The 2000 Plan provides various equity incentive programs, including
discretionary option grants for employees, consultants and directors and automatic option grants for non-employee directors. The
initial number of shares available for grant under the 2000 Plan is 20,000,000 shares, which includes shares subject to outstanding
awards under the 1999 Plan and the Executive Plan as of the adoption date of the 2000 Plan. The share reserve under the 2000 Plan
automatically increases on the first trading day in January of each year, beginning with calendar year 2001, by an amount equal to 5
percent of the total number of shares of Exult Common Stock outstanding on the last trading day in December of the immediately
prior year, but in no event will any such annual increase exceed 6,000,000 shares. In accordance with this provision, the share reserve
increased by 4,548,000 shares, 5,209,757 shares, 5,282,421 shares and 5,425,129 shares in January 2001, 2002, 2003 and 2004,
respectively. Shares subject to awards that expire or are otherwise cancelled or terminated are again available for future grant. At
December 31, 2003, prior to the January 2004 reserve increase, there are 1,911,518 shares available for future grant under the 2000
Plan.

The 2000 Plan is administered by the Company’s Board of Directors (“Plan Administrator”). The Plan Administrator generally
determines which eligible individuals receive option grants or other awards, the time or times when the awards are made, the number
of shares subject to each award, the exercise price or other amount payable in connection with an award, the status of any granted
option as either an incentive stock option or a non-statutory stock option under the federal tax laws, the vesting schedule to be in effect
for each award, and the maximum term for which any award is to remain outstanding. The exercise price for any options and the issue
price for shares granted pursuant to the 2000 Plan may be paid in cash, vested shares in certain circumstances, and a net-issuance
basis. In addition, no participant in the 2000 Plan may be granted stock options, separately exercisable stock appreciation rights and
direct stock issuances for more than 1,000,000 shares of Common Stock per calendar year.
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In certain circumstances involving an acquisition or merger of the Company, a sale of substantially all of the Company’s assets, a
change in more than 30 percent of the ownership of the Company, or a change in control of the Company’s board of directors, all
vesting of awards under the 1999 Plan, the Executive Plan and the 2000 Plan may be accelerated or extended.

The following is a summary of transactions relating to the 1999 Plan, the Executive Plan and the 2000 Plan:

Weighted Average
Shares Exercise Price
Options Outstanding at January 1, 2001 ........... 16,844,266 $5.29
GIANLEA oo 7,662,257 12.27
Exercised ......ocooeveriniinec e (2,446,343) 2.52
Canceled ......ooceverceiiee s (2,382.,599) 10.08
Options QOutstanding at December 31, 2001..... 19,677,581 7.58
GIanted ..oveeeeee ettt s 8,405,000 6.07
EXercised .....coooeevuevericiiieneeriec s (1,246,040) 1.60
Canceled ...ooveeereniereneree e (2.943.134) 11.11
Options Outstanding at December 31, 2002..... 23,893,407 6.93
Granted .......oeeeevvrimreee e ee e 6,821,000 5.70
Exercised .....c.coovorerimeeecnicne e (2,210,119) 1.42
Canceled .....vvnvirinini e (2.703.940) 7.83
Options Qutstanding at December 31, 2003 ..... 25,800,348 $6.86
Options Exercisable at December 31, 2003...... 15,532,503 37.29

Of the options exercisable as of December 31, 2003, options exercisable for 14,605,019 shares are vested.

Summarized information about stock options outstanding as of December 31, 2003, is as follows:

Outstanding Exercisable
Remaining Number Average Number Average
Life of Options Exercise of Options Exercise
Exercise Price Range (in vears) (in thousands) Price (in thousands) Price
3011108157 4.92 3,592 $ 087 3,592 $ 087
$1.73t0%$2.83 8.28 3,340 § 271 1,274 $ 2.59
$ 293t03298 8.98 815 $ 298 210 $ 298 -
$ 3.18t1054.55 9.11 2,909 § 4.46 533 $ 434
$ 493103771 9.39 2,712 $7.04 311 § 6.47
$ 796108 8.38 7.24 1,802 $8.32 1,282 $ 834
$ 8.50t0% 8.74 8.07 2,896 $8.74 2,069 $ 874
$ 8.751t01$10.00 6.89 3,277 $9.78 2,755 $ 9.80
$10.06to $14.85 7.09 3,121 $12.26 2,320 $1236
$ 1490 to $19.00 6.93 1,336 $15.29 1,186 $15.25
$0.11t0$19.00 ‘ 1.55 25.800 $6.86 15,532 $7.29

The following table shows pro forma net loss as if the fair value method had been used to account for stock-based compensation
expense (in thousands except per share amounts):

December 31,
2001 2002 2003

Net Income (Loss), as reported ........ocoveeverveeiereerrene. $ (74,651) % (10,599) § 14,958
Pro Forma Adjustment .......ccccoenerveneceierenenieceee s (21,162) (24.412) (25.463)
Pro Forma Net LosS ...cocccovenienrineere e $ (95.813) $ (35,011) $§ (10,505)
Pro forma Net Loss per Share:
BaSIC. .o e 3 (099 §$ 033) § (0.10)
Diluted.....cooiiiiiiic e $ (099) $ 033) % {0.10)
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The following outlines the significant assumptions used to calculate the fair value information presented utilizing the Black-
Scholes approach with ratable amortization as of December 31, 2003:

2001 2002 2003
Risk-Free Interest Rate .........c..oooiiimieiiiiiiieeereie et 5.63% to 6.20% 5.63% to 6.20% 2.97%
Expected Life ..ot 4.00 4.00 4.00
Expected VOlatility ...c.coovovie et 77.70% 77.70% 77.70%
Expected Dividends .......ocoveeeriieiiirierniiererereceeetie e s — — —
10. Income Taxes

The domestic and international components of income (loss) before income taxes are as follows (in millions):

December 31,

2001 2002 2003
UnIed StAES ..ovveeiiieeeirire et 3 (58.3) § (53) S 17.6
International ..........c.covvreenrernii i s (16.4) (5.3) (2.6)
Income (L08S) DEfOre taxes ..c.ovveeeveeeeiirrereieiee e b 4.7 § (106) 3 15.0

The Company did not record a tax provision for the years ended December 31, 2001, 2002 and 2003, as it had incurred only tax
net operating losses as of these dates. A full valuation allowance has been provided against the tax benefit generated by the net
operating losses and all other net deferred tax assets because of the uncertainty associated with their realization.

The tax benefits associated with employee exercise of non-qualified stock options, disqualifying dispositions of stock acquired
with incentive stock options, and disqualifying dispositions of stock acquired under the employee stock purchase plan generally
reduce taxes currently payable. However, no tax benefits were recorded to additional paid-in capital in 2003, 2002 and 2001 because
their realization was not believed to be “more likely than not.” Consequently, a valuation allowance was recorded against the entire
benefit. Benefits to be recognized in the future refated to stock option deductions are approximately $9.6 million.

The components of the Company's net deferred income tax assets are as follows (in thousands):

: December 31,
2001 2002 2003

Deferred Tax Assets:
Net operating loss carryforward ..........coccecieveeiccnenceieccerinnn b 56,848 % 68,616 % 75,694
Accruals and reserves, et .....cccovverrcieereriiier e e siiee e 8,658 1,496 784
Other deferred aSSEtS .....vvivvveeeeieeereeeeiii et 172 329 87
Capitalized cONtract COSS ...cocervrinmiviieeenieie e rreee s 11,422 10,140 8,860
Depreciation and amortization ...........ccceeeeeirrervcrrinernnneniceens 2,826 1,189 2,683
79,926 81,770 88,108
Less: Valuation allowanCe........coocevveriveineicvienineeeseveseeeeraneenn (74.244) (74.287) (70,172)
Total deferred tax aSSELS ..oovvvrericeieeceeeeeeeeeteeeeerereeeeeesesreeeaees 5,682 7,483 17,936
Deferred Tax Liabilities:
Unbilled Receivable ..........ccoovveveveemecciieeceeeeie v s — (2,699) (13,235)
OHBET .ttt (5.682) (4.784) (4.701)
Total deferred tax liabilities (5,682) (7,483) (17,936)
Other Deferred ASSES cvinviiieceieeee ettt saeane 3 — — § —

At December 31, 2003, the Company had federal, state and foreign net operating loss carryforwards of approximately $158.2
million, $131.6 million and $31.9 million, respectively. The federal and state net operating loss carryforwards will begin expiring in
the years 2019 and 2007, respectively. The foreign net operating loss may be carried forward indefinitely. The realization of future
tax benefits from utilization of the net operating loss carryforwards may be subject to certain limitations as a result of ownership
changes that have occurred and may occur in the future.
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During 2003, the Company did not repatriate earnings from any of its foreign subsidiaries. The net undistributed earnings from
foreign subsidiaries at December 31, 2003, on which no U.S. tax has been provided, amounted to approximately $1.1 million. The net
undistributed eamings are intended to finance local operating requirements. Accordingly, an additional United States tax provision
has not been provided on these earnings.
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11. Net Income (Loss) Per Share

The following is the calculation for net income (loss) per share (in thousands, except per share amounts):

Year Ended December 31,

2001 2002 2003
Numerator
Income (loss) from Continuing Operations .............c........ $ (74,989) $ (11,572) $ 19,560
Income (loss) from Discontinued Operations.................... 338 973 (4.602)
Net income (I0SS)...ovvveverrveeieririeireeenisinecnisiessees e A (74,651) % (10,599) § 14,958
Denominator
Basic:
Weighted average common shares .........ccooceeevvcvnreennn. 96,622 105,199 106,870
Income (loss) from Continuing Operations per common
SHATE.....oviiieie ettt e n e e 3 (0.78) 0.11) § 0.18
Income (loss) from Discontinued Operations per
COMIMOTN SHATE ....vovvivierre ettt st b 001 3% 001 § (0.04)
Net income (loss) per common Share.......c.ovecoeererneeneeas b (0.77) §$ (0.10) § 0.14
Diluted:
Weighted average common shares...........ccoovevcveiennenen. 96,622 105,199 106,870
Stock option equivalent Shares ..........ccccevvvineierirrnenans — — 8.590
Average common shares outstanding ..........ccceccorcerernnene 96,622 105,199 115.460
Income (loss) from Continuing Operations per common
SRATE ..ottt a et $ (0.78) $ (0.11) $ 0.17
Income (loss) from Discontinued Operations per
COMMON SHATE .......cveiiiciii et 3 001 3 001 8 (0.04)
Net income (loss) per common share...........cccvveverienenn. $ 077 § (0.10) 3 0.13

For the years ended December 31, 2001 and 2002, the impact of all outstanding warrants and stock options to purchase Common
. Stock were excluded from the computations of diluted net loss per common share as their effect was antidilutive. As of December 31,
2001, the Company had a warrant outstanding for 2,500,000 shares of Common Stock with an exercise price of $11.00 per share and
options outstanding for 19,677,581 shares of Common Stock with a weighted average exercise price of $7.58 per share. As of
December 31, 2002, the Company had a warrant outstanding exercisable for 2,500,000 shares of Common Stock with an exercise
price of $11.00 per share and options outstanding for 23,893,407 shares of Common Stock with a weighted average exercise price of
$6.93 per share.

For the year ended December 31, 2003, the weighted average number of shares outstanding used to compute diluted net income
per share excluded the effect of a warrant outstanding exercisable of 1,000,000 shares of Common Stock with an exercise price of
$7.55 per share and options outstanding exercisable for 13,200,739 shares of Common Stock with a weighted average exercise price
of $10.56 per share because such warrant and options have exercise prices in excess of the average market value of the Company’s
Common stock during the period and their effect is therefore antidilutive. In addition, until such time that one of the conversion
criteria has been met, the impact of the conversion of the Company’s 2.50% Convertible Senior Notes issued during 2003 will be
excluded from the computation of net income per share. Based upon the current conversion price, the 2.50% Convertible Senior
Notes would be convertible into 9,353,741 shares of Common Stock.
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12. Commitments and Contingencies
Lease Obligations

The Company leases space in the building it uses as its international headquarters under a noncancellable operating lease
agreement, which expires in June 2008, and leases space in the building it uses as its European headquarters under a noncancellable
operating lease agreement, which expires in June 2010. The Company also leases space to house its processing and shared service
center staffs in Canada, India, North Carolina, Scotland, Tennessee and Texas under noncancellable operating lease agreements
expiring in June 2005, June 2006, November 2010, March 2010, October 2011 and March 2006, respectively. Under the lease
agreement for the Scotland facility, the landlord or the Company may terminate the agreement in March 2005 with 12 months prior
notice, and the landlord has provided that notice. The Company also leases certain amounts of limited office space for various
employees and office equipment under operating lease agreements expiring through January 2012.

Future minimum rental commitments under all operating leases as of December 31, 2003, are as follows (in thousands):

Year Ending December 31,

2004 ...ttt 3 6,688
2005 e ettt e e ' 6,113
2006, ..ccieiireieree et ettt s 4,860
2007 1ottt e et s aren 4318
2008 ettt r s e s b eer s 4,053
Thereafter ......cocecee i 7.036
Future Minimum Lease Payments ..............ccocereererennn 3 33,068

Rental expense for the years ended December 31, 2001, 2002 and 2003, was $7,800,000, $8,652,000 and $8,681,000, respectively.
Purchase Commitments

The Company has entered into various purchase commitment agreements with third parties for certain software application
products and services in connection with the Company’s process management service offerings. Under these agreements, the
Company is required to make aggregate minimum payments of $1,013,000, $72,000, $4,780,000, and $7,500,000 upon receipt of the
products and services for the years ended December 31, 2004, 2005, 2006, and 2007, respectively. Certain of these agreements
provide the Company with the ability to cancel the respective agreement for convenience upon the payment of a fee.

Legal Proceedings, Lawsuits and Other Claims

The Company and its subsidiaries are from time to time parties to legal proceedings, lawsuits and other claims incident to their
business activities. Such matters include, among other things, assertions of contract breach, claims for indemnity arising in the course
of the Company’s business and claims by persons whose employment with the Company has been terminated in connection with
facilities consolidations, headcount rationalizations, outsourcing of certain operational functions, including in some cases to offshore
vendors, and other measures that the Company has undertaken and expects to continue to undertake in the ordinary course of its
business. Such matters are subject to many uncertainties and outcomes are not predictable with assurance. Consequently,
management is unable to ascertain the ultimate aggregate amount of monetary liability, amounts which may be covered by insurance
" or recoverable from third parties, or the financial impact with respect to these matters as of December 31, 2003. However,
management believes at this time that the final resolution of these matters, individually and in the aggregate, will not have a material
adverse effect upon the Company’s consolidated financial position, results of operations or cash flows.

13. Related Party Transactions
The Company entered into employment agreements with key management personnel. These agreements provide for a defined

level of compensation and additional compensation in the form of discretionary bonuses. The agreements also provide for severance
benefits in the event of termination without cause or in connection with a change in control, as defined.
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As of December 31, 2003, the Company had a full recourse loan outstanding to one of its executive officers with a total original
principle of $1,150,000 made in various draws during 2000. Interest accrues on the various draws at rates ranging from 4.00 percent
to 6.40 percent per annum. The loan and accrued interest is to be forgiven, provided the executive remains employed by the
Company, in three equal annual increments that began in March 31, 2003. The forgiveness of the loan and accrued interest is being
amortized as additional compensation with the amortization being included in selling, general and administrative expense. As of
December 31, 2002 and 2003, the carrying value of the loan is $800,000 and $479,000, respectively, and is included in prepaid
expenses and other current assets. This loan was made in 2000 and is therefore grandfathered under the Sarbanes-Oxley Act of 2002.

In December 2002, the Company entered into a retention arrangement with this executive. Pursuant to this arrangement, the
executive has agreed not to resign from the Company without good reason (as defined in his modified employment agreement) before
December 31, 2005, in exchange for certain cash payments and a grant of restricted stock. The cash payments are expected to total
approximately $3.0 million, approximately $2.5 million of which was expensed during 2002 with the balance expensed in 2003 when
it was earned. The restricted stock grant comprises 550,000 shares that are scheduled to vest in ten consecutive quarterly installments
beginning June 2003, contingent upon the executive’s continued employment. The value of the restricted stock on the date of grant,
$1,640,000, is being amortized to expense over the vesting period.

As of December 31, 2003, the Company had a full recourse loan outstanding to one of its executive officers with a total original
principle of 342,000 British pounds sterling or approximately $514,000 made in various draws during 2001 and 2002. Interest accrues
on the various draws at a rate of 6.25 percent per annum. Provided that the executive remains employed by the Company, the loan
and accrued interest thereon is repayable in four increments as follows: one-fourth of the then outstanding balance on January 31,
2002, one-third of the then outstanding balance loan balance on January 30, 2003, one-half of the then outstanding loan balance on
January 30, 2004 and the balance of the then outstanding loan balance on January 30, 2005. Upon termination of the executive’s
employment with the Company, the entire then outstanding loan balance and accrued interest thereon will become due and payable.
As of December 31, 2002 and 2003, the carrying value of the loan is $440,000 and $324,000, respectively, and is included in prepaid
expenses and other current assets. This loan was made in 2000 and is therefore grandfathered under the Sarbanes-Oxley Act of 2002.

In September 2003, the Company purchased a 1/8™ fractional aircraft interest for approximately $519,000 from Flight Options,
LLC, an independent operator of fractional aircraft ownership programs. The purchase price was the standard fair market value list
price maintained by Flight Options. This interest, which was previously owned by the Company’s Chief Executive Officer, had been
made available to the Company. Flight Options purchased the interest from the Company’s Chief Executive Officer at the same price
contemporaneously with the sale of the interest by Flight Options to the Company.
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14. Acquisition and Divestiture
Acquisition

On June 9, 2003, the Company acquired from a single group of affiliated sellers certain legal entities and assets and assumed
certain liabilities constituting a business process management outsourcing business that the Company intends to continue to operate.
The results of operations of the acquired business for the period from June 10, 2003 through December 31, 2003, are included in the
Company’s consolidated statements of operations. The cash purchase price, including transaction costs and net of $2,666,000 of cash
acquired, was $16,623,000. The allocation of the purchase price to the assets acquired, including the excess of net tangible assets
acquired over liabilities assumed, is as follows (in thousands):

Current ASSEts ......ceeeveverievenenn $ 5,242
Fixed ASSets cocvvvveviivevcieeieens 6,453
Intangible Assets.........ccoevnen. 12,647
Other ASSEtS ...coveevrevrereerrerenenns 97

Total Assets Acquired ........... 24,439
Current Liabilities Assumed.... 7.816

Net Assets Acquired.............. 3 16,623

The value attributed to each purchased outsourcing contract has been recorded as an intangible asset. The intangible assets will be
amortized as cost of revenue over the remaining terms (ranging up to approximately six years) of the purchased contracts.

Discontinued operations

In the fourth quarter of fiscal 2003, management determined that the Gunn consulting operation no longer fit the Company’s
strategic operating objectives and accordingly adopted a formal plan to dispose of this operation within the next twelve-month period.
Accordingly, the operating results of the operations have been classified as discontinued operations for all periods presented.

For the years ended December 31, 2003, 2002 and 2001, the Gunn consulting operation generated revenue of $6.5 million, $14.5
million and $15.6 million, respectively, resulting in net income (loss) of $(4.6) million, $1.0 million and $0.3 million, or (1.0)%, 0.2%
and 0.1% of consolidated revenue from continuing operations, respectively. The loss from discontinued operations for the year ended
December 31, 2003, included an impairment charge of approximately $3.3 million relating to goodwill. As a result of management’s
determination to discontinue its Gunn consulting operation, the Company performed an analysis to assess the net realizable value of
the Gunn assets, including the $3.4 million of goodwill associated with the acquisition of the Gunn consulting operation in November
1999. Based on a valuation that was done as of December 31, 2003, using on available market information, to determine the sales
valuation of the Gunn assets held for sale, the Company determined that the consulting operation was impaired and in accordance with
SFAS 144, recorded the impairment charge related to the goodwill in the fourth quarter of 2003. Such impairment charges were
recorded in accordance with the provisions of SFAS 144. As of December 31, 2003, subsequent to the write-offs, the net carrying
value of the remaining assets in the consulting operation was approximately $100,000 and represents management’s estimate of the
net realizable value. This amount was classified as assets held for sale in the accompanying consolidated balance sheet.
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15. Selected Quarterly Financial Data (unaudited)

The following table sets forth selected quarterly financial data for the eight quarters ended December 31, 2003 (in thousands,
except per share amounts): .

Quarter Ended -
March 31, 2002 June 30, 2002 September 30,2002  December 31, 2002

REVENUE ..ottt s $ 91,087 § 96,694 § 99,675 $ 118,386
Gross Profit (Loss)™......oocvervrreeiieeenieeniis (1,234) (574) 4,938 11,695
Income (Loss) from Continuing Operations®”. ... (6,710) (5,100) (1,342) 1,580
Income (Loss) from Discontinued Operations 86 572 84 231
Net Income (LOSS) .....cccvvreerrreenrereicrecireeciinnnenas (6,624) (4,528) (1,258) 1,811
Income (Loss) per Share from Continuing :

Operations, basic and diluted ..........cocoeceeinneneen. $ (0.06) $_ (005) § (0.02) 3 0.02
Income (Loss) per Share from Discontinued

Operations, basic and diluted ......ccorevvverereenenn $ 0.00 § 001 § 0.00 3 0.00
Net Income (Loss) per Share, basic and diluted. §$ (606 §_ (004 § (0.02) $ 0.02

" Commencing January 1, 2003, depreciation and amortization expense is included in Cost of Revenue and Selling, General
and Administrative Expense. For comparison purposes, 2002 quarterly financial data have been reclassified to conform to
the current year presentation.

Quarter Ended —

: March 31, 2003 June 30, 2003 September 30,2003  December 31, 2003
REVENUE ..ot 'S 112,166 $§ 120,494  § 129,716 $ 117,946
Gross Profit........occooeieeiiiiccnie e 9,869 12,099 12,000 13,764
Income from Continuing Operations .................. 4,033 4,679 4,866 5,982
Income (Loss) from Discontinued Operations (122) (90) (461) (3,929)
NEtINCOME ..ovvvvivireeeririiiierireeeesreereeneesve e 3912 4,589 4,405 2,052
Income (Loss) per Share from Continuing
Operations, asiC ........ceueeveevrrrirecerrereierereveeenns 3 004 $ 0.04 3 0.04 $ 0.06
Income (Loss) per Share from Discontinued
Operations, basic .........eceeeeeerercrrnniencnininnonens 3 000 3 000 % 0.00 § (0.04)
Net Income (Loss) per Share, basic......c.ccocc...... 3 004 3 004 § 0.04 $ 0.02
Income (Loss) per Share from Continuing
Operations, diluted...........ccceeerrerirreirireeinrcann. 3 0.03 $ 004 § 0.05 3 0.05
Income (Loss) per Share from Discontinued
Operations, diluted............coocveerveriirieecerieiee s $ 0.00 $ 000 § (0.01) h) {0.03)
Net Income (Loss) per Share, diluted................. b 003 §_ 004 § 0.04 g 0.02
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